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N THE MATTER OF THE COMPLAINT OF 
vlOHAVE ELECTRIC COOPERATIVE, INC. 
IGAINST UNISOURCE ENERGY 
:OWORATION 

I 

Docket No. E-04230A-04,- 07%? 

ANSWER 
AND 

MOTION FOR DISMISSAL 

BEFORE THE ARIZONA CORPORATION 

MARC SPITZER 
CHAIRMAN 

WILLIAM A. MUNDELL 
COMMISSIONER 

MIKE GLEASON 
COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

IEFF HATCH-MILLER 

UUSTIN MAYES 

UNS Electric, Inc’ (“UNS Electric”), through mdersigned counsel, hereby responds to 

ie specific allegations set forth in the formal complaint filed by Mohave Electric Cooperative, 

nc. (“MEC Complaint”) in the above captioned matter. In addition, UNS Electric hereby 

:quests that the Arizona Corporation Commission (“Commission”) dismiss the MEC Complaint 

ecause it fails to state a claim for which relief can be granted. 

1. In response to paragraph 1 of MEC’s Complaint, UNS Electric admits that Mohave 

Iectric Cooperative, Inc. (“MEC”) holds a Certificate of Convenience and Necessity (,‘CC&N’) 

;sued by the Commission. UNS Electric is without sufficient knowledge or information to form 

belief regarding the specific geographical area that comprises MEC’s CC&N and further 

elieves that the language of the Commission order granting MEC the CC&N speaks for itself. 

Mohave Electric Cooperative has erroneously named UniSource Energy Corporation (“UniSource”) as the party 
in this matter. The correct party in interest is UNS Electric, Inc., a subsidiary of UniSource that provides electric 
service in Mohave County. 
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2. In response to paragraph 2 of MEC’s Complaint, UNS Electric denies that MEC has 

sufficient electric distribution lines, plant systems or metering facilities in that portion of MEC’s 

certificated area that is the subject of MEC’s Complaint ((‘Subject Territory”). UNS Electric 

asserts that MEC does not have the necessary facilities to cost-effectively provide service to 

Central Trucking, Inc. (“CTI”), a customer that has requested electric service in the Subject 

Territory. According to MEC’s Complaint, MEC has provided CTI with a cost estimate of 

$600,000 to construct distribution facilities necessary for service in the Subject Temtory. UNS 

Electric asserts that it currently has facilities in place to serve CTI in the Subject Territory and 

can begin service at any such time that the Commission so authorizes. Maps of the Subject 

Territory are attached as Exhibit A. 

3. In response to paragraph 3 of MEC’s Complaint, UNS Electric admits that the 

Commission issued Decision No. 58798. UNS Electric asserts that Decision No. 58798 speaks 

for itself. 

4. In response to paragraph 4 of MEC’s Complaint, UNS Electric admits that the sole 

purpose that Citizens Utilities Company (“Citizens”) agreed to transfer the Subject Territory was 

to allow MEC to serve North Star Steel, a steel manufacturing plant that was planning to locate 

in the Kingman, Arizona area in 1994. The agreement between Citizens and MEC (“Transfer 

Agreement’’2) stated that MEC “shall serve only North Star Steel within the North Star Steel 

Site” and stipulated that if MEC no longer served North Star Steel, the CC&N would revert back 

to Citizens. See Exhibit B (Transfer Agreement between Citizens and MEC). Decision No. 

58798 included a provision that the Commission must first approve the transfer before such a 

reversion could occur. This Decision is attached as Exhibit C .  

As to the other allegations in paragraph 4 of MEC’s Complaint, UNS Electric asserts that 

Decision No. 58795 speaks for itself. 

5 .  In response to paragraph 5 of MEC’s Complaint, UNS Electric denies that since 

October 1994, MEC has been authorized to provide power to all customers located in the Subject 

’ The Transfer Agreement consists of two letter agreements between Citizens and MEC, one dated May 3,1994, the 
other dated September 22, 1994. 
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Territory without limitation. Although the Commission did not address the issue specifically, the 

Transfer Agreement, which was the basis for Commission action resulting in Decision No. 

58798, specifically limited MEC to provide electric service only to North Star Steel. To the best 

of UNS Electric’s knowledge and belief, it was Citizens’ understanding that Citizens would 

serve any other customers in the Subject Territory. It was not until early 1996 that the issue of 

providing service to other customers in the Subject Territory was raised. 

In February 1996, Citizens received a request for electric power from Roadrunner 

Trucking, Inc. (“Roadrunner”), stating that “Our current situation of running on a generator, and 

with no reasonable solution submitted from Mojave Electric Coop, leaves us no other option than 

to try to obtain power from Citizens Utilities.” See Exhibit D (letter dated February 5, 1996, 

from Roadrunner to Citizens). Citizens immediately notified MEC that it had received a request 

from Roadrunner to provide electric service to its facility, which was located within the Subject 

Territory. Citizens notified MEC that it was ready, willing and able to provide such service 

within 30 days, and requested permission to provide service. See attached Exhibit E (letter dated 

February 7, 1996, from Citizens to MEC). However, MEC refused to allow Citizens to serve 

Roadrunner, relying on a written interpretation of Decision No. 58798 by the Director of the 

Utilities Division. See Exhibit F (letter dated February 2, 1995, from Gary Yaquinto to MEC). 

UNS Electric admits that, to the best of its knowledge, MEC agreed to pay Citizens 

approximately $26,000 for the construction and subsequent removal of facilities to provide 

temporary construction power to the North Star Steel line extension project. Because the project 

was for temporary service, MEC was required to pay a nonrefundable contribution in aid of 

construction to cover the estimated cost of constructing the facilities. See Exhibit G (Executed 

Letter of Agreement, dated Nov. 29, 1994, from Citizens to MEC). 

UNS Electric admits that, to the best of its howledge, MEC purchased power at 

Citizen’s retail Large General Service (“LGS”) retail rate. 

6. In response to paragraph 6 of MEC’s Complaint, UNS Electric admits that both 

North Star Steel and Roadrunner Trucking discontinued electric service in 2002, and no longer 

3 
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conduct business in the Subject Territory. As a consequence, UNS Electric asserts that pursuant 

to the Transfer Agreement, the Subject Territory would revert to Citizens upon Commission 

approval. UNS Electric filed its Application for Commission approval for transfer of the Subject 

Territory to UNS Electric on November 12,2004, Docket No. E-04230A-04-0798. 

7. In response to paragraph 7 of MEC’s Complaint, UNS Electric admits that Citizens 

filed rate schedules with FERC for ongoing wholesale service to MEC (“Rate Schedule Filing”). 

See MEC‘s Exhibit 2. UNS Electric asserts that the documents speak for themselves. 

UNS Electric further asserts that MEC notified Citizens that service was no longer 

needed and requested to have the facilities physically disconnected. See Exhibit H (letter dated 

July 3,2003, fiom MEC to Citizens). On April 11,2003, Citizens filed a Notice of Termination 

of Rate 46 with FERC. See Exhibit I (FERC filing dated April 11, 2003). Citizens’ facilities 

were disconnected and physically separated from the North Star site in June 2003. 

UNS Electric is without suficient information or knowledge regarding the remaining 

allegations of paragraph 7 of MEC’s complaint, and therefore denies the same. 

8. In response to paragraph 8 of MEC’s Complaint, UNS Electric admits that the 

CC&N for the Subject Territory was originally issued to Citizens and that this portion of the 

CC&N territory was transferred to UNS Electric in 2003. This was a result of the acquisition of 

Citizens’ properties by UniSource Energy Corporation (“UniSource”). Decision No. 66028, 

which approved the transfer, is attached as Exhibit J. 

9. In response to paragraph 9 of MEC’s Complaint, UNS Electric is without sufficient 

information and knowledge regarding communications between CTI and MEC, and therefore 

denies the same. UNS Electric admits that on July 30, 2004, MEC verbally requested re- 

establishment of the primary metering point at the location where MEC had previously received 

service for Roadrunner. UNS Electric asserts that it does not have a FERC approved tariff to 

provide wholesale service to MEC. UNS Electric admits to receiving a written request for 

transmission service under its Open Access Transmission Tariff (“OATT”) from MEC in 

September, 2004. UNS Electric asserts that it appropriately responded to MEC’s request by 
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explaining that such a request must be submitted through the Open Access Sametime 

Information System (“OASIS”). See MEC’s Exhibit 4. 

10. In response to paragraph 10 of MEC’s Complaint, UNS Electric denies having 

rehsed to initiate service to MEC. UNS Electric asserts that MEC never completed the 

necessary procedures through OASIS. UNS Electric admits that it informed MEC that it 

intended to file a request to have the CC&N for the Subject Territory returned to UNS Electric 

prior to filing such a request in Docket No. E-04230A-04-0798. Furthermore, UNS Electric 

asserts that it offered to serve CTI through an EIectric Service Authorization Agreement3 

(“Authorization Agreement”) with MEC until the CC&N issue was determined. See MEC’s 

Exhibit 4. 

11. In response to paragraph 11 of MEC’s Complaint, UNS Electric denies that it is 

impeding CTI from receiving electric service. UNS Electric asserts that CTI should not have to 

3ay $600,000 for facilities when it is unnecessary because UNS Electric has facilities available 

mind is ready, willing and able to provide electric service to CTI upon Commission approval of 

he Authorization Agreement or transfer of the Subject Territory to UNS Electric, whichever 

xcurs first. UNS Electric denies all remaining allegations in paragraph 11 of MEC’s Complaint. 

UNS Electric denies each and every allegation in paragraph 12 of MEC’s 12. 

Zomplaint. 

13. In response to paragraph 13 of MEC’s Complaint, UNS Electric denies that MEC 

ias made a good faith effort to resolve this matter. UNS Electric has requested that MEC allow 

JNS Electric to serve CTI and has provided MEC an Authorization Agreement that has been 

:xecuted by UNS Electric, in a good faith effort to facilitate the timely provision of electric 

;ervice to CTI. However, to date, MEC has failed to respond to UNS Electric’s request. See 

~ 

Typically, such an agreement is called a “borderline agreement.” However, in these circumstances, the Subject 
Territory is not on the border of UNS Electric’s CC&N territory, but rather, in the middle of the territory - much 
like an island. Therefore, the title “Electric Service Authorization Agreement” more precisely describes this 
situation. 

5 
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Exhibit K (letter dated November 8, 2004, from UNS Electric to MEC, including partially 

executed Authorization Agreement). 

UNS Electric denies that it has refused to provide service under an OATT. UNS Electric 

asserts that MEC has failed to follow the procedures or provide the information necessary to 

pursue such service. 

UNS Electric denies that it has refused to consider a system-wide border area agreement. 

In a telephonic meeting between UNS Electric’s and MEC’s senior management, the concept of 

a system-wide borderline agreement was discussed. UNS Electric indicated that the Company 

was willing to further explore that approach. See Exhibit L (letter dated October 15,2004, fiom 

UNS Electric to MEC). UNS Electric asserts that a borderline agreement, by its nature, is 

determined on a case-by-case basis. The determination is made based on the best interest of the 

customer, in particular, the most economic way to provide service to the customer. UNS Electric 

asserts that although MEC has proposed the concept of a system-wide borderline agreement, 

MEC has failed to provide any specific terms of such an agreement. 

UNS Electric asserts that it is not in the best interests of CTI to pay $600,000 for MEC 

facilities when UNS Electric has facilities that are ready and available to service CTI. 

UNS Electric denies all remaining allegations of paragraph 13 of MEC’s Complaint. 

14. In response to paragraph 14 of MEC’s Complaint, UNS Electric denies that it 

:urrently has FERC Rate Schedules 45 and 46 in effect. UNS Electric is Without sufficient 

information and knowledge regarding the remaining allegations contained in paragraph 14 of 

MEC’s Complaint, and therefore denies the same. 

15. UNS Electric denies each and every allegation in paragraph 15 of MEC’s 

clomplaint. 

16. UNS Electric denies each and every allegation in paragraph 16 of MEC’s 

Zomplaint . 

17. In response to paragraph 17 of MEC’s Complaint, UNS Electric admits that CTI is 

n need of immediate electric service. UNS Electric asserts that CTI’s needs can be remedied by 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

either: 1) the return of the Subject Territory CC&N to UNS Electric; or 2) with the execution 

and approval of the Authorization Agreement. UNS Electric again asserts that a borderline 

agreement, by its nature, is determined on a case-by-case basis. The determination is made 

based on the best interest of the customer, in particular, the most economic way to provide 

service to the customer. UNS Electric further asserts that MEC has failed to provide sufficient 

information on the concept of a system-wide borderline agreement, including an explanation on 

how such agreement(s) would not be in violation of the Commission’s laws and regulations 

regarding the granting of CC&Ns. 

18. UNS Electric denies each and every, all and singular, the allegations of MEC’s 

Complaint not specifically admitted or denied herein. 

19. The names, mailing addresses and telephone numbers of the persons upon whom 

service of all documents should be made are: 

Deborah R. Scott 
Michelle Livengood 
Attorneys for UNS Electric, Inc. 
One South Church Ave. Suite 200 
MailStop UE201 
PO Box 71 1 
Tucson, AZ 85702 
520-884-3685 or 520-884-3664 
Email: dscott@tep.com 

mlivengood@tep .com 

Zopies to : 
Tom Ferry 
UNS Electric, Inc. 
P.O. Box 3099 
Kingman, AZ 86402 
Email: tferry@,uesaz.com 

4ffirmative Defenses 

20. MEC’s Complaint fails to state a claim for which relief can be granted. 

21. UNS Electric does not know at this time which, if any, additional affirmative 

lefenses may apply. UNS Electric believes that facts may come to light in this case that support 

7 

mailto:dscott@tep.com
mailto:tferry@,uesaz.com


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

any or all of the affirmative defenses set forth in Rule 8(c), Arizona Rules of Civil Procedure, 

and hereby incorporates them by reference. 

MEC’S COMPLAINT SHOULD BE DISMISSED FOR FAILURE TO STATE A CLAIM 

FOR WHICH RELIEF CAN BE GRANTED. 

A. Rates May Only Be Determined as Part of a Rate Case. 

MEC has requested that the Commission authorize MEC to collect any excess power 

costs through a surcharge, plus reasonable margin, until an OATT can be established by UNS 

Electric or until MEC serves its customer directly. What MEC is really asking is for the 

Commission to approve a new rate outside of a rate case. This is in clear conflict with well- 

established regulatory law. 

The general theory of public utility regulation is that the total revenue for a utility 

company, including income fiom rates and charges, should be sufficient to meet the company’s 

operating costs and to give the company and its stockholders a reasonable rate of return on the 

company’s investment. Scates v. Arizona Corporation Commission, 118 Ariz. 531, 534, 578 

P.2d 612, 615 (Arizona Court of App. 1978). A piecemeal approach to ratemaking, as MEC is 

proposing, is fraught with potential abuse. Piecemeal ratemaking can serve as either an incentive 

for utilities to seek rate increases each time costs increase in a particular area, or act as a 

disincentive for achieving countervailing economies in the same or other areas of the company’s 

operations. Id. 

UNS Electric contends that MEC, by seeking a Commission approval to collect any 

Excess power costs from CTI through “surcharge, plus a reasonable margin,” is in fact, an 

attempt to accomplish a rate increase. Because the Commission is charged with establishing 

utility rates that are just and reasonable and must determine the fair value of the utility’s property 

in setting rates, the Commission cannot grant the relief that MEC is seeking in a formal 

complaint docket. 
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B. Borderline Agreements Must Be Determined on a Case-by-Case Basis. 

MEC has also requested that the Commission order UNS Electric to negotiate with MEC 

to establish a system-wide border area agreement. The purpose of a borderline agreement is to 

allow a public service corporation, other than the company certificated in a specific geographic 

area, to provide utility service to a customer when it is in the best interest of the customer. One 

of the key factors in making such a determination is the economic interests of the customer. 

Borderline agreements are, by their very nature, established on a case-by-case basis to 

accommodate specific customer situations, and require approval by the Commission. 

The Arizona Constitution grants the Commission broad powers to regulate public service 

zorporations to protect the health, safety and convenience of customers. Ariz. Const., Article 

XV, Section 3. Arizona law specifically requires a public service corporation to secure a CC&N 

Jefore it can serve customers or even begin the construction of “a line, plant, service or system.” 

4RS Section 40-281(A). When a public service corporation is granted a CC&N, it becomes 

3bligated to serve all customers in its certificated area. A borderline agreement provides a 

imited exception to a CC&N by allowing another company to assume the obligation to serve a 

xstomer, when it is in the customer’s best interest. 

UNS Electric contends that if the Commission were to approve a system-wide borderline 

igreement, its authority to require a certificated utility to provide service within its certificated 

rea would be diminished. With a system-wide borderline agreement in place, how would the 

2ommission know whether UNS Electric or MEC had the obligation to serve a particular 

mtomer? For these reasons, UNS Electric asserts that MEC’s request for a system-wide 

>orderline agreement is inappropriate and usurps Commission authority, and therefore fails to 

state a claim for which relief can be granted. 

Therefore, based on the above discussion, UNS Electric moves to dismiss MEC’s 

;omplaint based upon a failure to state a claim upon which relief may be granted. 
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WHEREFORE, having fully answered MEC’s Complaint, UNS Electric respectfully 

requests that this Commission: 

1. Deny all relief sought by MEC; 

2. 

3. 

Dismiss MEC’s complaint with prejudice; and 

Grant such further relief as this Commission deems just and equitable. * 
RESPECTFULLY SUBMITTED t h i a d a y  of November, 2004. 

MicheIIe Livengodd 
UniSource Energy Tower 
One South Church Avenue 
Tucson, Arizona 85701 

Attorneys for Tucson Electric Power Company 

OPIES of the foregoing 
filed Novemb ,2004, with: 

Docket Control 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

foregoing hand-delivered 
Novemb coplEs% ,2004, to: 

Chairman Marc Spitzer 

1200 West Washington Street 
Phoenix, Arizona 85007 

AEUZONA CORPORATION COMMISSION 

Commissioner Mike Gleason 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 
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Commissioner Jeff Hatch-Miller 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Kirsten Mayes 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner William A. Mundell 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Lyn A. Farmer, Esq. 
Chief ALJ, Hearing Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Christopher Kempley, Esq. 
Chief Counsel, Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Ernest Johnson 
Director, Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Mohave Electric Cooperative 
1999 Arena Drive 
Bullhead City, AZ 86442 

Michael A. Curtis 
William P Sullivan 
K. Russell Romney 
Martinez & Curtis, P.C. 
2712 N. Seventh Street 
Phoenix, AZ 85006-1090 
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EXHIBIT B 

A C  

-4ugust 16, 1994 

Ms. Beth Ann Bums 
CITIZENS UTILITE 
Phoenix Administrative Office 
2901 North Central Avenue, Suite 1660 
Phoenix, Arizona 85012-2736 

Re: Mobave EIectric Cooperative. Inc. 

Dear Beth Ann: 

Enclosed please find a fully executed copy of the Ietter fiom James P. Avery to Robert E. 
Broz dated May 3, 1994. 

I should point out that Mohave Electric interprets Citizens' condition that "MEC shall serve 
all electric requirements of NSS at the NSS Site and shall protide all such service to NSS at  the retail 
rates and charges approved by the Arizona Corporation Commission" to include specid contract rates 
approved by the Commission. 

If you have any questions regarding this, please do not hesitate to contact me. 

Sincerelyyours, 

R S W e  

Enclosure 

cc: Robert E. Broz (w/o enclosure) 

Yt:rWIRNSalS.LTU 



CITIZENS 
/s 

UTILITIES 

Robert E. Broz 
Executive Vice President/General Manager 
Mohave Electric Cooperative 
P.O. Box 1045 
Bullhead City, A2 86430 

Administiativz 0iii:Fs 
High Ridge Park, Stamford, CT 069425 

(293) 329-8809 

May3, 1994 

Dear Mr. Broz: 

in response t o  your request dated April 28, 1994, Citizens Utilities Company 
("Citizens") hereby consents  to Mohave Electric Cooperative, Inc. ("MEC") serving t h e  
retail eiectric load of North Star Steel ("NSS")  at 1,040-acre site optioned by NSS in 
Sections 4, 5, a n d  9, Township 20 North, Range 17 West, Mohave County, Arizona 
{ "NSS " Site ") . 

This consent  is given subject to the following conditions: 

MEC shall serve all of t h e  electric requirements of NSS a t  the NSS Site 
and  shall provide all such service to NSS a t  t h e  retail rates and charges 
approved by the Arizona Corporation Commission ("Commission" I ;  

The boundaries of t h e  NSS Site to be served by MEC shall be determined 
by the legal description for the 1,040 ac res  under option, or any  portion 
thereof, purchased, leased, or otherwise acquired by NSS. 

MEC shall serve only NSS within the NSS Site and shall n o t  extend 
service to a n y  other customer located beyond t h e  boundaries of the  NSS 
Site nor serve contiguous loads: 

The contracts submitted t o  the Commission for approval shall provide 
t h a t  service to NSS will comply with the design criteria previously 
provided by Citizens to NSS, and any sys tem upgrades required to  
comply with such criteria will be provided without expense to Citizens 
or MEC; 

All required approvals by the State of Arizona for  MEC to  serve t h e  NSS 
Site must be obtained, including, but not limited to, approvai by t h e  
Commission. Citizens wili cooperate in obtaining such  approval from t h e  
Commission; and 
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Robert E. Broz 
Page 2 
May 4, 1994 

6) If NSS d o e s  not  construct its plant a t  the  NSS Site or if service to t h e  
site is not initiated by MEC or is thereafter abandoned by MEC, rhe right 
t o  serve the NSS Site shall revert back to Citizens. 

By your signature, MEC accepts  the obligation t o  provide retail service to the 
NSS Site subject to the conditions set forth above. MEC also agrees  tha t  t he  consent 
is no t  transferable nr assionahle tn any nthar entity witho1,tt thq F;?yprqsr: writtpn 
consent  of Citizens. MEC further agrees  tha t  in consideration for Citizens' consent, 
MEC shall pay t o  Citizens the s u m  of $1.00, plus any reasonable out-of-pocket 
expenses incurred by Citizens in obtaining Commission approval of the  travsfer to 
MEC of that  portion of Citizens' Certificate of Convenience and Necessity applicable 
to t h e  NSS Site. 

MOHAVE ELECTRIC COOPERATIVE CITIZENS UTILITIES COMPANY 

Executive V. PJ6enera l  'Manager \. - .-_- 

\ 

By: JT-y 
Vice President, Electric 

cc: 8. B u r n s - C U C  ' 

T. Ferry - CUC 
T. Carlson - WAPA 
G. Yaquinto - ACC 

9436 
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September 30, 1994 

Carmen Madrid 
Docketing Division 
Arizona Carporation Commission 
1200 W. Washington Street 
Phoenix, Ari2ona 85007 

Dear Ms. Madid: 

Please file as a late-fiied erhibit in Docket Nos- E-1032-94-293 and U-l750-94- 
293 the enclosed Letter Agreement, dated September 22, 1994, as fully executed by 
Mohave Electric Cooperative. Inc.; Arizona Electric Power Cooperative, Inc., and Citizens 
Utilities Company. 

Thank you for your attention to this matter. 

Very tmly yours, 

Beth Ann Burns 
Senior Counsel - Arizona 

cc: Lyn Farmer 
All parties of record 
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SEP 2 8 1994 
,Phoenix PdFinistrative Office 

2901 North Cenrrai Avenue, Suite 1660 
Phoenix. Arizona 85012-2736 

(602) 274-1653 - Fax (602) 265-3415 

September 22, 1894 

RobertE Broz 
Executive Vice President & General Manager 
Mohave UecUic Cooperative, Inc. 

and 

Donald Kimhall 
Executive Vice President & General Manager 
N i n a  Efectric Power Cooperative, fnc. 

Dear Sirs: 

By letter dated May 3, 1994, Citizens Utilities Company (“Citizens”) entered into 
a Letter Agreement (“Letbet Agreement“) with Mohave Efectnc Cooperattve, Inc., 
(“MEC‘.), wherein Citizens consented, subject to certain stated conditions, to MEC 
serving the retail electric laad of Nbrth Star Steel Company (“North Star“ or ”NSS“) at 
a 1,040-acre site optioned by NSS in Sedons 4, 5, and 9, Township 26 North, Range 
17 West, Mohave County, Arizona (“NSS Site”). MEC accepted the obiigation to provide 
retail service to the NSS Site subject to the enumerated conditions, 

Citkens has reviewed the contracts reached between MEC, Arizona Electric’ 
Power Cooperative, Inc., (”AEPCO”), the United States Deparfrnent of Energy Western 
Area Power Administration (‘Western’?, and North Star f o r  the provision of electric utiiity 
senrice to the NSS Site. Those cmWacts are the Nofi-Em E3actk Service Agreement 
(‘“on-Firm”], the Construction and Interconnection Contract (“C&”), and the 
Consolidated Arrangements (“Contract”). 

As a resuit of that review, Citizens, AEPCO, arid MEC hereby cfarify that the 
referenced provisions of those contracts are intended to mean, and should be 
interpreted, as follows:. 

5 

Neither Nan-Firm. Paragraph 5.6.2 nor Consolidated. Paragraph 5.4 contemplate 
or permit retail wheeling under the contract. If,North Star unilaterally terminates the Non- 
Firm contract pursuant to Paragraph 5-82: the CC&N transferred by Citizms to MEC, 
and all rights incident thereto, will automatically revert to-Citirens pursuant tu the Letter 
Agreement, subject to any approval necessary by tbe Commission; and retail wheeling 
will begin no earlier than o n e  second after reversion of the CC&N‘legalfy vests in 
Citizens. 
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Non-Firm, Paragraph 10.4 provides that North Star's requirements will not be met 
under the contract if agreement on a resource schedule cannat be reached- That 
provision does not  allow North Star to obtain electric-service from another source. If 
North Star and MEC cannot agree on a Tesdurce schedule. North Star's load will be 
reduced to the Ievd agreed upon or service to tfte NSS. Site will be interrupted by 
MECIAEPCO until agteement on a resource schedule is reached. 

Consolidated, Paragraph 2.8 and C&i, Paragmph 2.7 refer to serving other loads 
that may be developed in Mohave County. These paragraphs refer to Western and do 
not mnfer on MEC any greater rights than those set forth in Condition (3) of the Letter 
Agreement. 

Non-Firm, Pawgraph 12 and Consolidated, Paragraph 19 requires North Star to 
maintain unity or  a leading power factor- Western's customers are required to maintain 
a power factor below-95 percent leading. AEPCO will interrupt North Star if the power 
factor varies beyond the limifs of unity and 95 pertent leading- 

Consolidated, Paragraph 17.2.1 would implement automatic underfrequency load- 
shedding for North Star at a level to be designated at 59 Hertz or below. Consolidated, 
Paragraph 17.2-2 provides for Western dispatcher initiated load-shedding via supervisory 
control command. North Star wil be included in the first block in the underfrequency 
toad reductian program developed by the South Wed Off-Frequency Group in 
compliance with WSCC criteria. 

NOR-Firm, Parqmph 28.1 wouid permit assignment of the c;onf;ad under stated 
terms and conditions, MEC and AEPCO agree that the contracts are not transferable 
or assignable to any other entity without the express written consent of Citizens, which 
shall mot be unreasonabley withheld, pursuant to the Lelter Agreement 

C&l, Paragraph 7 provides for a shoo-fly to meet the eledrical requirements of the 
North Star load. Any &mporary connech'on to Western will be connected at the source 
side of a 230 kV circuit breaker. The breaker will provide for isolation of the Hanis 

- 

Substation in the event any problem OCCU~S. -- 

- Further, Citkcns and MEC hereby supplement the Letter Agreement to include 
the following provisions. to which AEPCO concurs: 

The mnsent of Citizens granted in the Letter Agreement for the transfer of a 
portion of i t s  service territory, and the conditions for that consent, shall remain in effect 
in perpetuity and do not terminate upon approval of Me tmnsfer by the Commission. If 

.-. . 
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any material violation of those conditions, by MEC or AEPCO occurs, Citirens may 
abrogate its consent and the CC&N transferred by Citizens to MEC may reven to 
Citizens, subject to any approval necessary by the Commission, with all rights incident 
Wereto. 

The consent of Citizens is also conditioned upon approval by the Rural 
Electrification Administration of the contracts and a determination by Western, based 
upon the results of its studies. that service to the NSS Site is technically feasible and 
would not have an adverse impact on the rtgional electric system. 

Under Condition (4) of the Letter Agreement, the contracts provide that service 
to NSS will comply With the design criteria previously provided by Citizens to NSS. and 
any system upgrades required to comply with such criteria will be provided without 
expense to Citizens or MEC. If the conditions in providing electric service to North Star 
exceed the IEEE standards referenced in the contracts, MEWAEPCO will interrupt 
service to North Star and the intemption shall continue until conditions comply with the 
standards. 

In the event that the Non-Firm contract is terminated by any party for any reason, 
MEC and AEPCO shall provide notification of the ternination ta Citizens. Notification 
shall be provided to the following persons, or any other person designated in writing by 
Citizens: 

James P. Avery 
Vice President - Energy Division 
Citizens Utilities Company 
1233 West Bank Expressway 
Harvey. Louisiana 70059 

. and 

Beth .Ann Bums 
Senior Counsel - Arizona 
Citizens Utilities Company 
2901 N. Central Ave., Suite 1660 
Phoenix. Arizoiia 85012 

In the event that the Commission’s approval of the transfer is granted under terms 
or conditions that materially deviate from or conflict with provisions of the Letter 
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Ageement, as supplemented herein, Citizens may withdraw i ts  consent to the transfer 
of a portion of its service territory tu MEC. 

MOHAVE ELECTRIC COOPERATIVE. ARIZONA ELECTRIC POWER 
INC. COOPERATIVE, INC- 
" 

- 
Dbnald Kimball 
Execufhe V. P. & General Manager 

ClnZENS UfltlTlES COMPANY 

-<Q Wce President - Energy ision 



C 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1 9  

2 0  

21 

22 

23 

24 

25 

26 

27 

28  

EXHIBIT C * (I) 

MARCIA WEEKS 
CHAIRMAN 

RENZ D. JENNINGS 
comlssIoNER 

DALE H. HORGAN 
(30MMISSfONER 

IN TKE MATTER OF THE TRANSFER OF A ) mCRET NU. E-1032-94-293 
PORTION OF CfTfZENS UTILITIES 1 DOCKET NO. 73-3.756-94-293 
COMPANY'S CERTIFICATE OF 1 

MOEIAVE ELECTRIC COOPERATIVE, INC. 1 
1 

CONVENIENCE AND NECESSITY TO I DECISION NO. 5x748 

) O P T "  AXD ORDER 

DATE OF REARING: September 16, 1994 

PLACE OF lIEATlING: Phoenix, Arizona 

PRESIDING OFFICER: Lyn Farmer 

Mr. -pond S.  R e p a n ,  O'COIWOR, WVANAGH, 
ANDERSON, WESTOVER, RIUINGSWORTH & 
BESHEARS, un behalf of Mohave Electric 
Cooperative, Inc . ; and 

Ms. B e t h  Ann Burns, Senior Counsel - 
Arizona, on behalf of Cit izens U t i l i t i e s  
Company; and 

Mr. Michael G r a n t ,  JOmSTON, MAYNARD, GRANT 
& PARKZR, on behalf of Arizona Electric 
Power Cooperative; and 

- 
Mr. Phillip L. Chabot, Jr., and Ms. Sandra 
E. Rizzo, BRICKFIELD, BITRCXETTE 6 RITTS, 
P.C., and Mr. Patrick J. Paul, GIWAGWER & 
KENNEDY, on behalf of North Star Steel 
Company; and 

Ms. J a k e  =ward and Mr. Eradford A. 
Borx;an, Attorneys, Legal l l ivision, on behalf 
of the Utilities D i v i s i m  of the Arizona 
Corporation Commission. 

BY THE C ~ S S I O N :  

On August 23, 1 9 9 4 ,  Mohave E l e c t r i c  Cooperative, Inc. ("Mohave 

Electric") f i led  w i t h  the Arizona Corporation Commission 

("Commissionn) an Application to Transfer a C e r t a i n  Portion of the 

Certificate of Convenience and Necessity of Cit izens  Utilities Company 

1 
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DOCKGT NO. E-1032-94-293 ET AL. 1 
("Citizens") to provide electric u t i l i t y  eervice tc Mohave Electric 

By Procedural Order issued August 2 9 ,  1 9 9 4 ,  the hearing on t he  

above-captioned matter was set for September 16, 1994. On September 

7 ,  1994, Citizens filed its Motion to Intervene, Motion €or 

Continuance, and Motion for Correction of Docket Nuuber. On September 

9 ,  1994, Arizona Electric Cooperative, Inc. (I'AEPCO") f i l e d  its Motion 

to Sntervene, and Mohave Electric f i l e d  its Response to Cit izens '  

Motions. On September 12, 1,094, Citizeas f i l e d  i t s  Reply and N o r t h  

Star Steel Company ( " N o r t h  Star") filed its Motion to Intervene. On 

September 13, 1994, the Commission's Utilities Division Staff 

(''Staff") filed its Staff Report in this matter. Staff recommended 

approval of t he  applicati-on folloPing a hearing. By Procefiral Order 

issued September 14, 1994,  Citizens was granted intervention. 

Intervention was granted to AEPCO and North Star at the commencement 

of the hearing. 

The hearing was held as scheduled and no members of the public 

were present to m a k e  public comment, NO object_loxi concerning the 

application were received by the Commission or by Mohave Electric. 

Mr. Robert Broz t e s t i f i e d  on behalf of Mohave EJectric, and Mr. 

Patrick Williams testified on kehalf cf Staff .  The matter was taken 

under advisement pending submission to the Commission of a Recommended 

Opinion and Order by the Presiding Officer. 

* t * * * * f 

Having considered the entire record herein and being f u l l y  

advised in the premises, the Commission finds, conctludes, and orders 

t h a t :  

. . *  

. . .  

2 



i 
I 
1 
8 
1 
8 
8 
1 

I 
1 
8 
I 
8 
a 
I 
I 
8 
I 

1 

2 

3 

4 

5 

6 

7 

8 

3 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. 33-1.032-94-293 ET AL. 

PINDRJGS OF FACT 

1. Mobave Electr ic  is an Arizona nonprofit electric cmperative 

providing electric u t i l i t y  service to the public in portions of Mohave 

County, Arizona, pursuant to authority granted by the Commission- 

2 .  Citizens is a Delaware corporation engaged in the business 

of providing electric utility service to the public in portions of 

Mohave County, Arizona, pursuant to authority granted by t h e  

Commission. 

3. North Star Steel Company, a corporati3n organized and 

operating pursuant -tu the laws of Minnesota, intends to build a mini- 

mill steel recycling facility on approximately 1,047 acres of land 

near Kingman, in Mobave Comty, An-izsna t "IpTant s i t e a )  - 
4 .  The North Star plant site is located within Citizens' 

certificated service area, but no electric senice is currently 

provided to any customer within the plant site. 

5 .  In approximately 2991, N o r t h  Star approached Citizens 

requesting electric - service for the proposed plant, but was unable to 

reach agreement regarding the provision of electric: service. 

6 ,  In approximately April 1994, North Star appmached Mohave 

Electric and requested Mohave Electric arrange to provide electric 

service t o  the plant. 

7 .  Mohave Electric and North S t a r  obtained consent from 

Citizens for Mohave Electric to sene the e lec t r i c  load to the plant 

site, subject to s ix  conditions.' 

8 .  On August 23, 1994, Mohave Electric filed its Application to 

a Exhibit A - 1 ,  May 3, 1994 letter attached to the 1 

Application. 

3 DECISION NO. 5f798 
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DOCKET NO, E-1032-94-293 ET AL. 

Transfer a Portion of a Certificate of Convenience and Necessitl 

( "Applicationit) . 
I 

9 .  On September 1, 1994, Mobave Electric provided notice of  the 

Application and hearing, and the hearing was held as scheduled on 

September 16, 1994. 

10. Staff f i led  a Staff Report on Septe:mber 13, 1994, 

recommending approval of t he  Application subject to the following 

conditions: that Citizens agree to the  transfer; and that the  

Comission approve the Non-Firm Elec t r i c  Service A g r e e m e n t  Among 

Mohave Electric Cooperative, Inc., Arizona Electric Fower Cooperative, 

Inc., and North Star Steel Company ("Agreementw) . 
- 11. Service to the plant site will be provsded by wheeling the 

power over the  Western Area Power Administration's (*Westernm) 230 kV 

transmission system to Western's M c C o d c o  switching station, through 

facilities owned by AEPCO and by Mohave Electr ic : ,  to the Harris 

substation which will be owned by North S t a r .  

12.. According to the Staff R e p o r t ,  when ths plant is fully 

operational, 250 people will employed, with an annual payroll of  

approximately $11 million. 

13. Staff found that Mohave Electric  is capakde of serving the 

p h n t  site; that the transfer will facilitate construction of the 

manufacturing plant; and that the regional economy should benefit by 

the presence of the manufacturing plant. 

14. Staff found that approval of the Application to be in the 

public interest. 

15. On September 15, 1994, the Agreement wii5 filed with the 

Cornmission', and was approved in Decision No. (October-, 1994). 

Docket N o s .  U-1750-94-323 and U-1773-94-323. 1 2 

4 DECISION NO. 58798 1 
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DOCKET NO. E-2032-94-293 ET AL. 

CONCLUS f ONS OF L A W  

1- Mohave Electric and Citizens are public sei.xice corporations 

within the meaning of Article 15 of the Arizona Constitutiun and 

A.R.S, Sections 40-281 m. 
2. The Commission has juzisiSiction over Mohave Electric and 

Citizens and mer the subject matter of the Applicc.tion. 

3. There is a need for electric utility service at the North 

S t a r  plant site. 

4 .  Mohave Electric is a fit and proper entity to receive 

Certificate fur this plant site. 

5 .  Appraval of the Application is in the pukrlic interest. 

6 .  . The Application should be granted. -. 

. * .  

. . I  

. . .  
* . .  

. . .  

. . .  

. . *  

I . .  

. . .  

. . -  

. . .  

. . .  

. . .  
- - .  

. - .  

. . .  
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DOCKET NO. E-1032-94-293 ET AL. 

= 
IT IS THEREFORE ORDERED that the Application of Mohave Electric 
I 

Cooperative, Znc., is hereby approved and the portion of Citizens 

Utilities Company's Certificate of Convenience and Necessity as 

described in the attached Exhibit A, is hereby transferred to mhave 

Electric Cooperative, Inc. 

IT IS rmRTHER ORDERED that notwithstanding any agreement among 

any parties tc this proceeding, the portion of Citizens Utilities 

Company's Certificate of Convenience and Necessity described in the 

attached Exhibit A, which i s  being transferred hereby to Mohave 

Electric Cooperative, Xnc., shall not revert to Citizens Utilities 

Company under any circumstances without prior Commj-ssion approvalA - 

IT IS FURTHER ORDERED that t h i s  Decision shall. become effective 

inmediately . 
i 

,- BY URD= OF 'JXJkMtIZONA CORPORATION COMMISSION. 

IN WI!mESS 
Secretary of the Arizona Corporation commission, have 
hereunto set my hand and caused the off ic ia l  seal of the  

P ,3 , JAMES MAlf"sHEWS, Executive 

Commission to be affixed at the Ca i t o l ,  in the C i t y  of 
Phoenix. this # day of a&& 1994. 

DISSENT 
LF . 
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SERVICE LIST FOR: 

DOCKET NOS. : 

CITIZENS UTILITIES COMPAXY and 
MOXAVB ELECIRZC COOPERATIVE, f N C .  

E-1032-94 -293 and. U-1750-94 -293 

Raymond S. Heyman 
0 ' COXNOR, CAVA", ANDERSON, 

One East Camelback Road, Suite 1100 
Phoenix, Arizona 85012-1656 

WESTOVER, KILLINGSWORTIf & BESHEARS 

Beth Aan Buras 
senior Counsel - Arizona 
CITIZENS UTILITIES COMFANY 
2901 North C e n t r a l  Avenue 

Phoenix, Arizona 85012 
Suite 1660 

Michael PI. G r a n t  
JOHNSTON, MAYNARI), GRANT & PARKER 
3200 North Central Ave., Suite 2300 
Phoenix, AZ 85012 - 

Charles A. Bischoff, Esq. 
GALLAGEEX & KENNEDY 
2600 North Central Avenue 
Phoenix, Arizona 85004-3020 
Attorney for North Star Steel Company 

Phil ip L. Chabot 
Sandra E. Rizzo 
BRICKFIELD, B U R m  & RITTS, P.C. 
1025 Thomas Jefferson Street, Nw 
Suite 800 - West Tower 
Washbyton, DC 20007 
Attorney fur North Star Steel Company 

Paul A. Bullis, Chief Counsel 
Janis Alward, Staff Attorney 
Bradford A. Bornran, Staff Attorney 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Axizona 85007 

- 

G a r y  Yaquhto, Director 
Utilities Division 

1200 West Washington S t r e e t  
Phoenix, Arizona 85007 

-ARIZONA CORPORATION COMMISSION 

7 
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A ~arce’i’ of-land located in  the west Ha’lf and the west Hb’lf of 
the f a s t  Ha’lf of Sect$on 4, the Southeast Ouorter isnd Governmenz 
Lot 9 of fact4on 8 .  and the Nbrttmeft Quwter of EtrctJon.9 a l l  i n  
Townrhio 20 North. Ranqe I t  Uest of the G ~ l a  and S a l t  Elver 
MoridSan, Mohovs Cgunty. Aritbna and salC Dartel 81’ land betncr 
mota particularly described as follows; 

BEGfNNING at the  Southeast Corner of sa30 Section 5 .  and runnins 
thence. North 09047’47” West, al’ong t h e  SOuth Ltne of said 
Scctfon 6. a distance uf 1847.73 feet Zo e Qa%nt l v jng  
tautheAsterly 106.00 feet at @ , t l Q h f  angle tu t t l e  centerline of 
the existing West bound main track of %be AtChlSm, Topeke m d  
$anta fe Rajlnay Company; .- 

Thence, North 32-54’09‘ Eabt,. along a Ifne beins So.Jtheatterlv 
100.00 feat sna oarallel to the centerlf3e of saie West p,ouna 
main track. a distance of 3395.41 feet  to P D O l n t  comraon to the 
t a c t  Line of s n i d  Btction 5 ana the west t ine of save sgctSm 4 :  

Thencer continuing North 3Z8S+‘09” East: a’lorlg tne ’ ine pelng 
Southeaaterjy IOD.PD feet  andt oarallel w i t h  the camerline of 
said West bound maCn track, 2582.07 fee t  zo a po in t  crf curvature 
o* a Curve t o  the right havlng a radlus of rJGZS.65. t ’ k c t :  

Thenee, Notthsasterly, SCL3.02 feet ,  &Ion$ the  .arc of ssid curve 
through a central anqle of 05~4?’28.5” to a D O j n t  on the:  
Southwostecly Boundary of the Unaweep Patented M3nera1 C S a i m  as 
do’lineated by U . S .  Mlnera’l Survey 2?50; 

- 

Thbnce. North -51*4B033” E a s t . ;  along the Seutheasterly Boirndary of 
said Urrrrwets, Hinera? C?alrn, 3QQ,Q2 Pest %o’.q ph’int belngi:the 
Northwesterly Cotnor of the  C&dlltac Patented MSneral Clbjrn 8s 
dolineattd by u.8. Mineral Survey 2?50; 

8 
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LEGAL DESCRIPfIDN 'F-Y" 
PAGE TWO OF TWO 

Thence, South 370 59'27-  fast, elon9 tbe Southwester1 y 8OUndaf y 2f 
said Cadf l ' l s c  nineral cladm, 6 6 . 5 5  f e e t  t~ a poirt being 
Northwesterly 160.00 feet a% a r ight  angle LO t h e  centeflfne of 
She East bound-rain track of the Atchison, lopekrr and Sant;a Fe 
Radlway corqjanv; 

Thence, South Sl@44'40" -West, along e \3ne being l les le t ly  lOtr.00 
f e e t  and para7ls'l to the centerline of t a i Q  East bound maln 
track, a ddstance of 307.03 fhet to a tolnt CC turvat.ure ut ct 
curve to the left having ?A radiws of 296a.93 f e e t :  

Thence. Southwesterly 831,27 ,  along Lhe &rc t f  la:& said curve 
through LL Central a n g l e  of 16003'50" to f h e  point  oi' tangency o? 
said curve: 

Thence, Sou* Q ~ Q  39' 30" East. a.!ong a I i n e  being vester 1 y ~ 0 0 . ~ 0  
feet and parallel to the cente'rline 0 7  Sajo  East kound main 
t-raek. 2089.48 f e q t o  a D o i o t  o f  curvecure of a ~ u r v e - w  t h e  . - 
tjght hsvinp E radius of 2764.33 feet; 

Thence, SOUthuesterly 1420.66, along tne arc of Iasx ga io  curve  
through a central ong18 oT 29025'20" ts t h e  mint of tsn.arnty ;.f 
said curve: 

Thence, South 25*O?'10u West.: along 8 line being w.star ly  :OO.OO 
f e e t  and para7181 to t h e  centerline of r a t d  East bmmd m a i n  
track. 215.le t'eet to a pDin% Oelng ccmon t o  t h e  South &fne 0:' 
bald Sectjon 4 and the N o m  Ltne of sc ld  Sectfon !3: 

Thence, South 2 5 0 O t ' I O "  West,. aIon9 a \$n@. be<ng %osretly 100.00 
feet and paralael to the cenRcrtfne of said East baund msdn 
track, 2917.39 feet  to I uolnt on the South Bounuory -of . m e  
Notthwest Quarter of sctjd Section 9 :  

Thence, south 89*56*03- West,; along sald twth Boundary,' 1115.29 ~ 

fmt to the West One-quarter ' ( W 1 1 4 )  Sectlon Comer o f  sald 
seetfon 9; 

Thsnce, wrth oo0t4*~t' WeGti: along t h e  w e s t  Ltne of ssia secrioq 
9, a distance uf 2b3B.64 fee t  ta %he POINT OF BEGINYING; . 

I 
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D e  NO. E-5032-96-293 ET a. 

LEGAL DESCRfP710N " f - 2 "  

A parcel of land 'locatad tn Section 9 ,  townsblo 20 North, Range 
17 West of tke'dils and Salt Rtver Metldian, Mohave County, 
Ar3tona and said parc81 of land bernQ more pattrcu?arly descrlbe'd 
a8 Qollonr; 

BEGtNNfNQ at t h e  Northeast Corner cf m i c  SeGCt8n 9 .  and.tunnlng 
thence, South 00O02*3?" East,  aqong the East LIno of said Sest tof i  
4 ,  a dlstctneq o f  2841.22 f e e t  'to tke East One-Quarter {El/4; 
Section Corner of 6aid Sectron; 

Thence. South 00004'12' East, along the East Ltne cf s a i d  
Section, 2841.10 f e e t  to t h e  Southeast Ccrner 0: s a w  Sett'lon; 

ftirnce, South 8 9 ~ 5 3 ' 2 4 '  west, .along rne soutn Ltne of sat0 
Section, 2641.36 f e e t  to t h e  South Ont-au8tter ( S 1 1 4 )  Secttan 
Corner o f  said  Section;  

thence, Nwrftt 00. t 4 58' west, along m e  twrzn-S$ut? Centor 1 >ne of 
sald  Set t ion  9 ,  a aistancit of '1322.35 f e e t  tb the .Southeast 
Corner o f  the w € T / 4  SWt/4 of said  Sectiort: 

Thence, rJorth 83*58 '42^  westc .along tne South -8oundary ~i. 6 9 1 ~  
NE114 SW1/4, a distance af 1322.60 f e e t  t o  the S0u';hwesC Carrier 
of sa id  NE114 W 1 / 4 ;  

Thence, Nurrh 00*15'34*' West.  ,along the  West EQunUitfy of said 
N E 1 / 4  S w l f r ,  a aistance of  1 2 9 6 . 9 6  feet f c  ooint m r n g  100.00 
f e e t  Southeasterly at a-r ishf  angle t o  tar cenxerI*:ne of the East 
bound mrln track of t.b8 Atchison. Topeka and Santa Fe Rallway 
Campany: 

Thcmce, Norbh .25*07*10' €as$, ,along a line belng i c ~ O , Q l r  fee% 
~ o u t h e a e t s r t y  and t l a r a l ~ e l  to the Center1 m e  of the East'bouna 
main track bc said AtGh~SOR, Topeka and Santa fe Re. i?way Cormany, 
a distan.cct of 2944.27 f e e t  to 8 ooqnt on -UIO North Tint ut caid 
qection 9; 

- 

thence, North 89054'55" East,  :aton9 sa$d kor'Eh Line,  61 ,$6 f e e t  
fo the  Northwest corner of' thi NW114 H E l f 8  of said Section 9; - . .  



*"ET KO. E-1032-94-293 ET AL. 

Thence, South 60014'58M €&st, along the west Bounaary of. sbia 
NU1 1 4  ffEt/4,-b'aCstance of 1320.52 f e e l  23 +he Southwest' COrrrer 
of  said Ndl I4 M I  14: 

Thence, North 89°57'55' €est. along the &uth BounU&y of' c-alrl 
NW1/4 t i E l f 4 .  a distance, of 1321.06 t e e =  =o tne f.outheast corner 
the  reof : 

Thence. North ?.9*5?'48- Eest, alanq tne I l O r t r :  Llne of saSU 
Sectfon 9. a Oistance of 1329..83 feet t t 2  the F O W f  O!' BEG:NNlnG. 

The parcel of land herein de6cr4bed cunttlnlnc 362.92 acres, mare 
or less. 
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A narcel' o l - l & ~  ?ocated in o@emment Lots 9 arid . I O .  ana the  
South Half of Section 5 .  TOunChqP 20 North. - R t n w  I? Hest of the 
C l l r  and Salt R l w w  Herluian, nohave County. Artrona snd said  
08tc8l of land Detng more oartkutatly detcr4bed as foltows: 

Commencfng a t  the Southeast comer o f  saia Section 5 ,  aid running 
them&, North e9*4?*47" Westc a?ong the South Line of  said. 
SeCtIon 5 ,  a distance of 2085.3s feet to a ooin.2 'ly~ng 
Nortnwesserlp 100.60 f e e t  at s r3ght  unqle to the Centerlinu of 
the West bump main t ruck  of the AtCh4son. Topeka artd Santa To 
Rallway Ccxnpany, and sa id  p o l n t  berng t h e  true IaOfNf Dc 
BEGZNNINO: 

.*  

Thence, Nottn & 3 ~ 4 7 ' 4 f a  West,, along the South t*tne o f  sudd 
Settion 5 ,  a dtstance Q f  545.5Q feet 'L.O the Sou*;h he-quartet 
tS1 /4 )  S*ctlon Corner af aaid.Sect$on 5 ;  

Thence. Norm 89056'407" west.' alonq the South L T ~ T :  of safd 
Sectlon b, a distance of 316.28 feet to a m i n t  being the  
k 8 S t W l Y  most corner to that p8rCe'l CIS describstj in Book  2176.  

Thence, North 32604'52' West. along the Eastarly Boundary of s a i d  
parcel befnq descrlbea tn sala B O W  2176, Paqts 731-742,  i 

.diktanc8 of 1222.85 fee t  to a poqnt; 

Thencu, Sortth si'l055'08" West.: along the! twrthwesterly Bouttd8r-r of 
sajd parcel bein9 uescrlbtrd t,n rafd  Book 2!?6, Pages 737-742. a 
airtance of 1306.45 ?*et t o  a point en .the 8outti Line -of said 
Section 5; 

737-742. Mohave County Offlc$al Records; 

DECIS!.OL MO . 5274' 
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WCKET GO. E-1032-94-293 ET AL. 

LEG41 DESCRlPTfUH -f.- 3" 
PAGE W O  UF THREE 

Thence. North 00006'59" West1 nlonq the West Line of bald 
Govertunont L ~ ~ I o , . ~  d l s tance  of 1320.43 ftet to t jm  tdorbweat 
Corner of saSd Government tot 10: 

Thence, South 19059'35" E~SZ.. alortq tne North tine If sa-id 
Governmenz Lot 10. a mstance' of 514.46 feet  to a mZnt .on t iw 
Southwesterlv Bounaarv of that  barr;et of \and ns utrscrjbod in 
Vook 79'7, PnQes 497-49s. Off sial Recorda: 

Thence, North Sl032'32" East. aloncl the Southeaster 'tv Boundorv of 
said patcel being descrfQed i r %  BOOK 7 9 7 ,  Paqer 4 3 3 - 4 8 5 ,  -a 
distance W 313.96 feet  f O  t t l e  N o r t h  Line Of s a i d  Govtrnmcnt L o t  
10: - 

Thence, South €!9059'35" East: alono said North L?ne,.402.15 to a 
po ln t  belng common the Nortneast Corner of saia aovetnmtnt ~ o t  10 
ana the Northwest Corner of s a i d  Government m t  9: 

Thence, Nortn 89*63 '23"  Eastl alone the tdofth t ~ n e  of said 
Government Lot 9 ,  a blstance'of 310.12 feet to a Qtint: 

T R ~ n c e ~  Soutl'a 00006'53- €ast ,  13f2.26 f -ee i . to  a m i n t .  bging t h e  
Northerly most point of that.oarce1 beinq bescr4btd in Book Srj. 
Page P I ?  04 Ueeas, Mohave County Records. and sa id  Joint be<ng on 
a curve concave to the tJor't;t~w;tast, the t a d l u s  p o ~ t t t  ?f w t ~ ~ c h - b t ~ r s  
North 56002'29- West, 530.00 f e e t ;  



LEGAL DESCRfPT30N -f-3" 
PAGE THREE OF THREE 

Thsrrca. South 57f0OS '44" East,. along W- southweszw Iy 86yndary 
thoreof, 330.0.9 feet  to d potjst On tbe Soutneabrerly 5ou:npaty of 
a oerpetus'l Sascmsnt for  fntdrstate a# granted'to t h e  S$ate D<. 
Arizona by the AtChjCon, Topeka and Santa Fe Ra41rtay Company and 

-94 of osecrs; dcscribad- in BOOK 36, Pages 9 

Thence, - South 29.45'3'1" West, 
Bouhdaty, 371.20 feet tu 8 DO 

thence, South 64m11'14" East, 
f e e t  Northwesterly at a r l g n t  

along sa30 SDUtheaSt.er t y  €asernem 
nt; 

4 5 7 . 4 1  feet t o  ct p o i n t  bcijrg 100.00 
angle from me cenwr)rne D f  tne 

Weat bound main .track of the AtCh'lSDn, Tooeka and Ebnta F a  
Raitway Company; 

- .  
Thence, Qouth 32054'09" West. along a IIne Qerng hlotttrwekterly 
100.00 feet  ana parallel to the Centertines7 t h e  saqb west. bounu 
main track, a d ;stance of 1852.73 feet t o  t h e  trus PDtNT- OF - - 
BEGSNNINQ, 

The parcel of  land herein dQSCtjbeCI Containing 251.21 ac:r:ros. mere 
or lesa. 
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Mr. Tom Ferry 
Citizens utilities 

Februaxy5, 1996 

2202 Stockton Hill Road 

Dear Tom: 

Kingman, IUizozaa 86401 I 

Please prepare an e s t h a t e  for providing electrical power 
Go our fac i l i ty  an Kingman. 

Our current situatien of running on a generatox, w i t h  
PO reasonable solution sUbmitced f r o m  Mojave Klectric Co- 
op, leaves us no other option than to try to obtain power 
from citizens U t i l i t i e s -  

Phase C O n t d C t  me to d i s - 6 ~  how this may be 
accamplished. I may be reached at (SZo) 718-0400. 

Sincerely, 

CjyA CccQh 
Mike C e l s i  
Regional Manager 

cc: Larry corn 
Rob Robinson 

MC I akk 

k-\CXV* 

Customer S~rvicdSafes: (SOO) 64§-6S30 

10606 Central Avo,, N,W. *Aibuqueque, NM 87f21 
CwpotW~ W~CS: (609) 833.2200 * (800) 777.7784 
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m&ms 2202 STOCKTON HILL RD. P.O. BOX 3099 KINGMAN,AZ 86402 - (520) 753-4051 

February 7, 1996 

Robert Broz 
Executive Vice President and General Manager 
Mohave Electric Cooperative 
P.O. Box 1045 
Bullhead City, At. 86430 

Dear Mr. Broz: 

We have received a request from Roadrunner Trucking, Inc. to provide electric service 
to their facility near McConnico Interchange south of Kingrnan. In accordance with 
the letter of agreement dated May 3, 1994 between Mohave Electric Cooperative and 
Citizens Utilities Company; Citizens is ready, willing and able to provide such service 
within 30 days. 

I am requesting a letter from you allowing Citizens to  provide electric service to 
Roadrunner Trucking which is located on property owned by North Star Steel and 
included in MEC's certificated service territory as granted by the Arizona Corporation 
Commission's order E-1 032-94-293. 

Thank you in advance for your prompt response to this request. 

Sincerely, 
n 

Assistant Vice President 

TJF:pw 

cc: Mike Celsi, Roadrunner Trucking 
Gary Yaquinto, Director ACC 

I 
P 
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Mr. Robert E. BrOe 
Executive V i c e  President and 

MOhave Eleotric Cooperative 
P. 0 .  RnX 1045 
Bullhead City, A2 66430 

General Manager 

Mr. Broz: 

I have received your February 1, 1995 letter, and am in agreement 
-&th your interpretation of Decision No. 58798. 

~onditions, limitations or reotrictions regarding Mohave 
ElectricD$ right and ~cuthorft 

nohave]." 
granted Mohavo the authority to serve a location and not specific 
customers. 

I agree with 
Qur a8sesoner.t that Decision Po. 58798 ,'did not contain any 

t o  service customers Within [the] 
territory {transferred from c x tiaens Utilitier company to 

My reading of the Comm~ssLonia decision i o  that it 

It was also Staff's bel ie f  following the  transfer o f  territory to 
Mohave, that Mohave would provide electric service to the North 
Star Steel construction site,  whether the construction was 
performed direatly by Northstar or by a constmotion contractor 
and subcontractors. 

I hope this provides you with t h e  clarification you sought. 
you have any further questions, plea88 ea13 m e  at 542*0745. 

If 

Director 
Utilities Divisian 

. -. - 

GMY:alw 
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EXHIBIT G 

2 - l i . o  2 0  q a t 7  

X C , %  I2.78 
CITIZENS 

* :  <!.& _k2w 
UTILITIES 2202 STOCKTON HILL RD P.O. BOX 3099 KINGMAN. AZ 86402 (602) 753-21 24 

November 29, 1994 

n 

David Bryan 
Mohave Electric Cooperative 
928 Hancock Rd. 
Bullhead City, Az. 86430 

Dear Mr. Bryan: 

This Letter of Agreement, entered into between Citizens Utilities Company, a Delaware 
Corporation, hereinafter referred to as "Company", and Mohavc Electric Cooperative, 
hereinafter referred to as "Customer", covers the conditions under which Company 
will provide temporary overhead construction t o  North Star Steel Project, Section 5, 
Township 20 North, Range 17 West, G.& S.R.M., Mohave County, Arizona. 

Customer has requested 1 2,470/7200 volt wye primary distribution service. Company 
will upgrade 4,200 feet of existing single phase overhead primary distribution and 
install one primary metering installation to provide the service requested for an 
estimated cost of $20,802.78. 

Since this is for temporary service, coincident with signing this agreement, Customer 
shall pay to Company $20,802.78 as a nonrefundable contribution in aid of 
construction to cover the estimated cost of constructing the facilities. 

At such time as the actual cost of construction, including the cost of engineering and 
overheads is determinable, the parties will cause the previously advanced amounts to 
be adjusted to the actual cost of construction. 

Attached hereto and made a part hereof is the current electric rate schedule for the 
type of service for which you will be billed. 

Company's estimated starting date for construction will be within 30 days from date 
of execution of the Letter of Agreement. Construction will be complete within 30 
days thereafter. 

Wohove Electric 
A PIMSDN OF CITIZENS UTILITIES COUPANV 

ELECYCIC. TELEPHONE. WATER AN3 GAS SERVICE 13 CUSTOMEI(S INOVE2 500 COMMWTIES tN MAM-CTAiES &:CESC\ :hE h4-tO'~ 
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David Bryan 
Mohave Electric Cooperative 
Page 2 

This Agreement supersedes any and all other agreements or Letters of Understanding 
which may have come before it in connection with the matters herein contained. Any 
amendment hereto, to be effective, must be made in writing. 

CITIZENS UTILITIES COMPANY 

By: 

A 

Enc los u res : Job Plan 
Rate Schedule 
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/- EXHIBIT H 

P-0. Box 1045, Bullhead City, AZ 86430 
e l e c t r i c  c o o p e r a t i v e  

July 3, 2003 

Ms. EiIeen Jacobson 
Citizens Utilities Company 
P. 0. Box 3099 
Kingman, AZ 86402-3609 

Dear Ms. Jacobson: 

Nice talking with you this morning! As we discussed, Bill DeJulio re :ndy had a 
telephone conversation with Tom Longtin, Manager of Operations and Engineering for Mohave 
Electric, and during that conversation Tom advised Mr. DeJulio that we would provide written 
confirmation that the electric service should be disconnected for meter A56448 under account 
5483524. Tom indicated to me that he understood this disconnect was to have taken place after 
his initial discussion with Mr. DeJuIio on this subject some time ago, however we have continued 
to receive invoices for service. You noted that Tom's understanding is correct and that the billing 
will be adjusted back to early February (I believe you indicated February 6,2003). You also 
indicated there will be a credit balance of approximately $300.00 which will be refunded after the 
paperwork related to the disconnect has been processed. 

additional information. Thank you for your help and for the information. Have a great vacation! 
Please feel fiee to contact me or Tom directly if you have questions or if you need any 

Sincerely, A 

Stephen McArthur 
Comptroller 

cc: Thomas Longtin 
Files 

OCT 01 2004 14:56 928 681 8915 PQGE -02 
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April 1 1,2003 

EXHIBIT I 

' H A Y H R ~  A N D  B O O N E .  L L ?  

ORIGINAL 

(BY HAND DELIVERY) 

Tha Honorable Magalic R. Salas 

FEDERAL ENERGY REGULATORY COMMISSION 
888 First Street, N.E. 
Washington, D.C. 20426 EB63-73Fa- 

Re: Citizens C0mnnuricatwn.s Commv. Do&$ No. ER03- 600 

Dear secretary Salas: 

Pursuant to Section 35.15 of the Commission's regulations, 18 C3.R 9 35.15 (2oM), 
we hereby tender for filing 011 behalf of Citizens Communications Company ("Cibm" or 
the "Company") sn original and five copies of the Notice of Termination of Rate Schedule 
46, Power sole A m e n t  bemeen C i h  Conrmunraano * ' ns Company, Arizona Ektric 
Division, ond Mohave El&k Coopemthe. CitizcpS rcqucsts that the mniqation of Rate 
Schedule 46 be made effctive June 10,2003, sixty days h m  today's filing. 

Citizens filed Rate Schedule 46 on March 3, 2003 in Docket No. ERO3-584o00, 
proposing an effective datc of May 3,2003 to comm~lcc sales for resale mice to Mohave 
Electric Cooperative (UMEcn) under the Ratc Schedule. On March 5, FERC issued notice of 
the filing, Setting March 24 8s the due date fbr motions to intenmrc. MEC did not file a 
motion to intervene. 

MEC was to resell the energy to certain geogmpfically-isolated retail customers. 
After making the filing, Citizens learned that the retail customers had gone out of business 
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H A Y N E S  A N D  B O O N E ,  L L P  

The Honorable Magalie R. Salas 
April 11,2003 
Page 2 

Enclosed are an original and six copies of the following docmcnts: 

0 Attachment A Copy of an April 11,2003 letter fiom Tom Ferry, Vice 
President and General Manager, Arizona Electric 
Division, Citizens Cammunications ~mpany, to 
Mohave Electric Cooperative, tmninating the sales 
contract between Citizens and MEC. 

0 AttachmcntB NoticcofTcrmbation. 

0 Attachment C Coversheet for the tCrmination of Rate Schedule 46. 

Kenneth G. H d t z ,  Eeq. 

555 1 1 th Street, N.W. 
Suite 650 
Washington, D.C. 20004 

H A Y  NES AND BOON& LLP 

Deborah R Scott, Esq. 
Associate General Counsel 
CInzms C o ~ ~ u r f i c ~ ~ l o ~ s  COMPANY 
2901 N. Central Suite 1660 
Phoenix, Ariwna 85012 

As required by 6 35.2(d) of the Commission's re@tions, a cop of this filing is 
being served upon MEC and the Arizona Corporation colmnission. In addition, mpia of h e  
Notice of Tamination are available fix inspection at the offices of Citizens' Arizona Electric 
Division during regular business hours. 

Two additional copies of this filing are provided. Please datestamp them to indicata 
they have been recCived, and rehun than to OUT coder. 

'I 
I 



The Honorable Magalit R. Salas 
April 11,2003 
Page 3 

If you have my questions concerning this filing, please contact the undersigned. 
Thank you for your considemtion. 

Kenneth G. HurwitZ 
Counsel to Citizens Communications Company 
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1 11-03: 8:PIAU:ClTlZENh A Z  ELECTRIC 

April 11. 2OO3 

Mohave Eledric Cooperative 
1999Arena Drive 
Bullhead Crty, AZ 86442 
Attn: Thomas Longtinb Opemtiom Maneger 

Re: Power Sale Agreement between citizsns CommuniGations Company, 
Arizona Electtic DMskn, and Mohave Electrlc Cooperathre 

Dear Mr. tnngh'n: 

In Bc#udance with Article 2.1 of the Power Sale Agreement between Cltbns 
Communications Company. Ar?zona USCMC Divfsion. end Mohave ElecMc 
Cooperathre ('Agreement"), Citizens Communications Compsny herrrby hrforms you 
that it is terminating the Agreement as of June 10,2003. 

very tnJv youm 

Thomas J. Ferry 
Vice Prerrident a 

Citizens Communications Company 
MOna a m D i v $ i O n b  
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NOTICE OF TERMINATION 

Notice is hereby given that effective th6 10th day of June, 2003, Ratc Schedule FERC 
No. 46, effdve date May 3,2003, filed with the Federal Energy Regulatory CdesiOn by 
Citizens Communications Company, is to be cancelled. Notice of the proposed cancellation has 
been served upon &e following: 

Thomas Longtin 
opesations Manager 
Mohave E i h c  Cooperative 
1999 Arena Drive 
Bullhead City, AZ 86442 

Robert E. Bnn 
ExecuciVe Vice Pntsident/General Manager 
Mohave Electric Coopemthe 
1999 Arcna Drive 
Bullhead City, AZ 86442 

Ernest Johnson Brian McNeil 
Director of utilities Executive secretary 
~CarporationCommission A r j z o N I ~ ~ C o m m i ~ a n  
1200 West Washington 
phoenis Arizona 85007 

1200 west washington 
phoenix, Arbnx 85007 

HAYNESANDBOONE,LLP" 
555 1 lth Street, N.W. 
Suite 650 
Washington,D.C. 20004 

Dated: April 11,2003 
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NOTICE OF TERMINATION 

OF 

RATE SCHEDULE FERC NO. 46 
(Power Sale Agrement between Citizcns Communications Company, 

Arizona Electric Division, and Mohavc Elcctrk Cbopedve) 



UNITED STATES OFAMERICA 
BEFOBe THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Citizens Communications Company ) Docket NO. ER03--400 

NOTICE OF FILING 

(April 2003) 

Take notice that on April 11, 2003, Citizens Communications Campany 
("Citizms"") tendetrd fm filing six copies of a Notice of Tmnhation of Rate Schedule 
46, applicable to salca-fbr-~~aic savicc to Mohavc Elcztric CoopCratim 

Any pason degiring to intervene or to protest this filing should file with the 
F e d d  Energy Resnlatory Commission, 888 First Street, NE, Washington, D.C. 20426, 
in Bccotdllllcc with R u k  211 and 214 of the Commission's Rules of Practice and 
procadum (18 CFR 385.211 a d  385214). protests will be d d e d  by the 
Commission in detennming the appmpnate action to be takm, but will not- to maltG 
protcstants parties to the proceeding, Anypemn wishingto bccome apartynmst file a 
motion to intenme. All such motio~l or protests should be filed 011 or before the 
comment date, 4, to the &cat applicable, must be served 0x1 the applicant and on any 
otbcrpnson dcs@tal on tho official d c e  list. This filing is ovailabls fbr review at 
the commi!iSioIl or m y  be viewed on the c<wMursr 'on's web site at ~ ~ w W . f i r c . n o v ,  

docket number filed to access the ciocumat. For assistang amtact FERC Online 
support at F E R C O n l i n e S u D o o r t ~  v or toll-fine at (866)208-3676. or fw TTY, 
contact (202)502-8659. Pmtests and iatnvcntions may bc diltd cktmnidy via tbc 
Internet in lieu of paper; scc 18 CFR 385.2001(a)(l)(iii) and the bshuctim on the 
Commission's web site under the "c-Fihg" link. Tht Commission thmgly cnwumgw 

ueing the VmRJS" link. Entathe docket number excluding the last thne digit8 in the 

d-c 6lingS. 

Comment Date: April- 2003 

MagalieR. Salas 
senecary 
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CERTIFICATE OF SERVICE 

I M y  cut@ that I have this day served thc fming document by fint class mail 

upon cach pcrsan listed below, m Bccordllllcc with the rqukncnts of Rule 2010 of the Rults of 

M c e  and procedure, 18 C.F.R p 385.2010, 

Dated at Washington, D.C., this 1 1 th day of April, 2003. 

-I#ngtin 
oparations - 
Mohavc E l d c  Coapdve  
1999 Arena Drive 
Bullhead City, AZ 86442 

Ernest Johnson 
Director of Utilities 
Arizoaacorpapationcomrmssl os1 
1200 west Wadhgton 

. .  

Phoenix, Arizona 85007 
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2003!!602-3017 Issued by FERC OSEC 06/02/2003 in Docket#: ER03-584-000 

FEDERAL ENERGY REGULATORY COMMISSION 
WASHINGTON, D.C. 20426 

In Reply Refer to: 
Docket Nos. ER03-584-000 

June 2,2003 
and ER03-584-001 

Haynes and Boone, LLP 
1225 Eye Street, N.W. 
Washington, D.C. 20005-3914 

Attention: Kenneth G. Hurwitz, Esquire 

Reference: FERC Electric Rate Schedule Nos. 45 and 46; and FERC Electric Rate 
Schedule First Revised No. 46. 

Dear Mr. Hurwitz: 

On March 3,2003, in Docket No. ER03-584-000, you submitted on behalf of 
Citizens Communications Company (Citizens) two rate schedules designated as Rate 
Schedule Nos. 45 and 46. Both rate schedules provide for sales of electricity by Citizens' 
Arizona Electric Division to the Mohave Electric Cooperative (MEC). On April 1 I ,  
2003, in Docket No. ER03-584-001, you submitted a notice of termination of Rate 
Schedule No. 46. Waiver of the notice requirements under Section 35.1 1 of the 
Commission's regulations is granted and Rate Schedule Nos. 45 and 46 are accepted 
effective November 29, 1994 and May 3,2003, respectively. The notice of termination 
is accepted effective June 10,2003. 

Specifically, Rate Schedule Nos. 45 and 46 establish the rates, terms, and 
conditions for ongoing wholesale sales service of approximately 100-200 kW monthly 
peak load to MEC. You state that the notice of termination is in response to MEC's 
request that it will no longer require wholesale service fiom Citizens and is filed pursuant 
to the procedures specified in Rate Schedule No. 46. 

The filings were noticed on March 5,2003 and May 6,2003, with comments, 
protests, or interventions due on or before March 24,2003 and May 16,2003. No 
protests or adverse comments were filed. Notices of intervention and unopposed timely 
filed motions to intervene are granted pursuant to the operation of Rule 2 14 of the 



20030602-3017 Issued by FERC OSEC 06/02/2003 in Docket#: ER03-584-000 

Docket Nos. ER03-584-000 -2- 
and ER03-584-001 

Commission's Rules of Practice and Procedure (18 C.F.R. Q 385.214). Any opposed or 
untimely filed motion to intervene is governed by the provisions of Rule 214. 

This acceptance shall not be construed as constituting approval of the referenced 
filing or of any rate, charge, classification, or any rule, regulation or practice affecting 
such rate or service provided for in the filed documents; nor shall such acceptance be 
deemed as recognition of any claimed contractual right or obligation associated 
therewith; and such acceptance is without prejudice to any findings or orders which have 
been or any which may hereafter be made by the Commission in any proceeding now or 
pending or hereafter instituted by or against Citizens Communications Company. 

This action is taken pursuant to authority delegated to the Director, Division of 
Tariffs and Market Development - West, under 18 C.F.R. 0 375.307. This order 
constitutes final agency action. Requests for rehearing by the Commission may be filed 
within 30 days of the date of issuance of this order, pursuant to 18 C.F.R. Q 385.7 13. 

Sincerely, 

John T. Carlson 
Acting Director, Division of Tariffs 
and Market Development - West 
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EXHIBIT J 

BEFORE THE ARIZONA CORPOFTFN $OlfMIS@N zona om on omm 

JUL 0 3 2003 

COMMISSIONERS DOCKETED 
MARC SPITZER, Chairman 
JIM IRVJN 
WILLLAM A. MUNDELL 

MLKE GLEASON 
JEFF HATCH-MILLER 

IN THE MATTE& OF THE APPLICATJON OF 
THE ARIZONA ELECTRIC DIVISION OF 
CITKENS COMMUNICATIONS COMPANY TO 
CHANGE THE CURRENT PURCHASED POWER 
AND Fuu ADJUSTMENT CLAUSE RATE, TO 
ESTABLISH A NEW PURCHASED POWER AND 
FUEL ADJUSTMENT CLAUSE BANK. AND TO 
REQUEST APPROVED GUIDELINES FOR THE 
RECOVERY OF COSTS INCURRED M 
CONNECTION WITH ENERGY RISK 
MANAGEMENT WITIATIVES. 

M THE MATTER OF THE APPLICATlON OF 
CITEENS COMMUNICATIONS COMPANY, 
ARIZONA GAS DIVISION, FOR A HEARMG TO 
DETERMINE THE FAIR VALUE OF ITS 
PROPERTIES FOR RATEMAUNG PURPOSES, 
TO FIX A JUST AND REASONABLE RATE OF 
RETURN THEREON, AND TO APPROVE RATE 
SCHEDULES DESIGNED TO PROVIDE SUCH 
RATE OF RETURN. 

LN THE MATTER OF THE J O N  APPLICATION 
OF CrrIZENS COMMUNICATIONS COMPANY 
AND UNLSOURCE ENERGY CORPORATION 
FOR THE APPROVAL OF THE SALE OF 
CERTAIN ELECTRIC UTlLITY AND GAS 
UTILITY ASSETS IN ARIZONA. THE 

CONVEMENCE AND NECESSITY FROM 
ClTIZENS COMMUNICATIONS COMPANY TO 
UNISOURCE ENERGY CORPORATION, THE 
APPROVAL OF THE FINANCING FOR THE 
rRANSACT1ONS AND OTHER RELATED 
MATTES. 

rwwm OF CERTAIN CERTIFICATES OF 

D O C H E D  BY 

DOCKET NO. E41 032CaO-075 I 

DOCKET NO. G41032A-02-0598 

DOCKET NO, E-01933A-02-0914 
DOCKET NO. E-01032C-02-0914 
DOCKET NO. G-01032A-02-09 14 
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DECISION NO. 

OPINION AND ORDER 

IATES OF HEARING: 

’LACE OF HEARMG: Phoenix, Arizona 

r\DMMISTRATIVE LAW JUDGE: Dwight D. Nodes 

May 1.2, and 5,2003 
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Commissioner William A. Mundell 
Commissioner Mike Glcasan 

Mr. Thomas H. CampbeIi, LEWIS & ROCA, U P ,  on 
behalf of Citizens Communications Company 
UniSource Energy Corporation, and Tucson Electric 
Power Company; 

Mr. Andrew W. Bettwy, Assistant General Counsel, on 
behalf of Southwest Gas Corporation; 

Mr. Walter W. Meek, on behalf of the Arizona Utility 
lavestors Association; 

Mr. Scott Wakefield, on behalf of the Residential Utility 
Consumer Office; 

Mr. John White, Deputy County Attorney, on behalf of 
Mohave County; 

Ms. Holly J. H a m ,  Deputy County Attorney, on behalf 
of Santa CNZ Counv, 

Mr. Hugh Holub, on behalf of the City of Nogalcs; 

Mr, Marshall Magruder, in propriapersona; and 

Mr. Jason Gelirnan and Ms. Lisa VandenBcrg, Staff 
Attorneys, Legal Division, on behalf the Utilltics 
Division of the Arizona Corporation Commission 

dY THE COMMISSION: 

I. I N T R O D U t T W  

On September 28,2000, the Arizona Electric Division (“AED”) of Citizens Communications 

Company (“Citizens”) filed with the Arizona Corporation Commission <”commission”) an 

application (Docket No. E-01032C-00-0751) to change Citizens’ cunenl Purchased Power and Fuel 

Adjustment Clause (‘PPFAC’) rate, to establish a new PPFAC bank. to begin accruing carrying 

charges and to q u e s t  approved guidelines for the recovery of costs incurred in connection with 

energy risk management initiatives. Citizens filed an amended application on September 19,2001, 

and errata to the amended application on September 26,2001. By its amended application, Citizens 

soughl, among other things, to recover nearly Sl 00 million from customers in its AED for the PPFAC 

bank’s under-recovered balance. Citizens’ AED serves approximately 59,000 customers in Mohave 

County and 16,000 customers in Smta Cnu County. 

On August 6. 2002, Citi~sns’ Arizona Gas Division (“AGD”) filed an application (Docket 

2 
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6-01032A-02-0598) for authority to increase AGD revenues by $21,005,521, an ~ncrease a t  

ximatdy 28.75 percent. Citizens’ AGD is made up of a Northem Arizona Gas Division 

D”). which provides natural gas scrvicc to approximately 118,OOO customers in portions of 

0, Mohave, Navajo, and Yavapai Counties, and a Santa Cruz Gas Division (“SCGD”) which 

proximately 7,000 customers in Santa CNZ County. 

On Deccmbcr 18, 2002, Citizens and UniSource Energy Corporation (“UniSource’), on 

itself, Tucson Electric Power Company (“TEP’*) and UniSource’s designated asiliates 

ly “Joint Applicants”), filed a Joint Application @ocket Nos. E-OI933A-02-0914, E- 

-0914 and G-010321442-0914). The Joint Application requkted authority for UniSource 

the gas and electric assets of Citizens in A ~ ~ z o M ,  to transfer Citizens’ gas and electric 

of Convenience and Nkssity (“CC&Ns”) to UniSource, to obtain cutah financing 

to consolidate the above-captioned dockets. UniSouce is the parent company of TEP, 

electric service to more than 360,000 customers in soulhem Arizona. 

The key issue in the PPFAC docket described above invoIYed a dispute that arose under Ihe 

contract (the “Old Contract”) between Citizens and Arizona Public Service 

*) with respect to the appropriate means of billing Citizens under the contract. 

not own sufficjem generating capacity to meet its full load rcquiremcnls, il 

n the spot market and charged Citizens the highest cost of market power that it 

ur under the “floor price” provision of the contract. The impact of the floor price 

vident to Citizens until May 2000 when the spot market became volatile and APS 

kens significantly higher bills under the purchased power contract. APS and 

egarding bow the System Incremental Cost provision of the contract should be 

reted. After analyzhg its options, Citizens decided not to submit the contract interpretation 

but, instead, renegotiated the contract with APS. Ultimately, Citizens entered 

I’ with APS’ parent company, Pinnacle West Capital Corporation (“PWCC‘), 

that contained a simple fixed purchased power rate. 

The PPFAC cast was originally scheduled for hearing in March, 2002. The hearing was 

66028 
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postponed, however, to allow an opportunity to address a Motion raised by intervenor Marshal 

Magmder regarding an alleged conflict betwem Citizens' attorneys and APSTPWCC. Following 

several Procedural Confetenccs, Citizens' counsel was disqualified by Procedural Order issued April 

18,2002. 

By Motion filcd May 9, 2002, Mohave and Santa Cruz Counties raised an objtctlon to 

Cjtizens' substitute counsel due to a potential conflict Following briefing and oral argument, a 

Procedural Order was issued on July 1 4  2002 disqualifying two of the attorneys anpl~yed by 

Citizens' substitute law firm. Citizens objected to the ruling and filed a Motion for Reconsideration 

in Juiy 31, 2002. On A u w  21, 2002, the Commission conducted a Special Open Meeting to 

iddress Citizens' arguments. At the Open Meeting, fhe Cammission passed an amendment to the 

tuly 16,2002 Prcscedural order that disqualified the entire law firm retained by Citizens as substitute 

:ounsel. An Amended Procedural Order incorporating the Commission's amendment was issued on 

9ugust 23,2002. 

By Procedural Order issued August 27, 2002, a new procedural schedule was established in 

he PPFAC case, with a hearing date set for November 6, 2002. By Procedural Order issued 

ieptembex 27,2002, the procedural schcduIe was amended and the hearing was rescheduled to begin 

Iecember 9,2002. . 
On October 16. 2002, Staff filed a Sufficiency Letter in Citizens' gas rafe case. By 

kxedural Order issued October 18, 2002. as amended on November 8,2002, a procedural schedule 

g a s  cstabiishcd in the gas ratc case, including a hearing date of June 24,2003. 

On Octoba 29, 2002, UniSource and Citizens entered into Asset Purchase Agreements that 

rovide for Citizens to transfer its electric and gas assets, as well as its-CC&Ns for electric and gas 

entice, lo UniSource or its electric and gas affiliate wmpauies. 

By separate Procadural Orders issued December 3, 2002, Citizens' request to suspend the 

troccdural scheduIts in both the PPFAC case and the gas rate case was granted, and the December 9, 

002 hearing dale in the PPFAC case was vacated. 

on Decembcr 18, 2002, Citizens and UniSource filed their Joint Application for approval of 

he sale of Citizens' 

Wd4'adcr/00751OQo 4 nwrcrnw wn 

and electric assets to UniSourct. 

66028 
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On January 8,2003, a Procedural Order was issued scheduling a joint Procedural Conference 

in the above-captioned dockets for January 17, 2003. 

At the request of the Joint Applicants, the three appfications described above were 

ionsolidated. without objection, by d i n g  made by the Administrative Law Judge at the January 17, 

2003 Procedural Conference. 

Santa CIUZ and Mohave Counties (“Counties”), the City of Nogales (“Nogales”), Marshall 

klagnrder, the Anzona Utility Investors Association (“AULA”), Southwest Gas Corporation 

‘“Southwest Gas”), the international Brotherhood of EltciricaI Workers, Local 769 (“IEEW“), and 

hc Residential Utility Consumer Ofice (“RUCW) wen granted intmcntion in the consolidated 

lockets’. 

Pursuant to Procdurd Order issued February 7, 2003, any proposed Settlement Agreement 

vas to be fiied by April I ,  2003; intervenor and Staff testimony was lo be filed by April 21, 2003; 

oint Applicant rebuttal testimony was due to be filed by April 28,2003; a hearing was scheduled to 

agin on May 1,2003; and post-hearing briefs were to be filed by May 15,2003. 

Public Comment sessions regarding this consolidated proceeding were conducted by the 

:ommission in Flagstaff and Prescott on March 5,2003; in Lake Havasu City on March 25,2003; in 

Lingman on March 26,2003; in Nogales on April 3,2003; and in Show Low on April 25,2003. 

A Settlement Agreement (“settlement,” “Agreemen;” or ”Stipulation”) Signed by the Joint 

ipplicants and Staff was filed on April 1, 2003. A Staff Report explaining and suppodng the 

ettlement Agreement was filed on April 21, 2003. RUCO filed testimony on April 21, 2003 

e n d y  supporting the Settlement, with the exception of two issues. 

On April 16,2003, IBEW filed apleading expressing support for the Setflement Agrement. 

The Joint Applicants filed rebuttal testimony on April 28,2003 in support of the Settlement 

igrtcment. 

Mr. Mapder  filed testimony opposing the Settlement Agreement on April 30,2003. 

An evidentiary hearing was conducted in this consolidated proceeding on May 1, 2, and 5, 
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2003. Post-hearing bncfs were filed on M a y  IS, 2003. 

A. Settlement Process 

On h u a r y  13, 2003, Staff conducted a general meeting with the Joint Applicants and 

pproxlmalely 30 of the intervenors’ representatives. At tlus initral meeting, the Joint Applicants 

lcscribed !he application and answered questions. 

According to Staff, it conducted additional meetings on January 22 and 31, 2003 with 

ntcwenors and the Joint Applicants. However, Staff informed thc intervenors following the January 

I ,  2003 meeting that i t  intended to conduct additional settlement discussions with only the Joint 

ipplicants due to the extensive number of issues that needed to be addressed. Staff informed the 

itervenor parties that they should attempt to negotiate directly with the Joint Applicants in order to 

solve the issues raised by intervenors in the prior meetings. 

As indicated above, following a Procedural Conference held on January 17, 2003. the 

,dministrative Law Judge issued a Procedural Order on February 7, 2003 that, among other things, 

quired a final Settlement Agreement to be filed by April 1, 2003 and scheduled a hearing to 

xnmtnce on May 1,2003. 

On March 31, 2003, Staff held a final meeting with the i n t e r v ~ o ~  to explain the primary 

imponents of the breernent reached by Staff and the Joint Appiicants. On April 1,2003, the final 

ettltment Agreement was filed with the Commission (Ex. S-I. at 1-2). 

During the hearing, the intervenors expressed concern with !he process that lead to the find 

ttllemcnt. For example, RUCO witness Marylee Diaz Cortez testified that, although RUCO 

ipponed most of the terns of the Setrkment, she was concerned that the intervenors, including 

UCO, were left out of the “dynamics“ of the settlement discussions that were conducted between 

kff and the Joint Applicants (Tr. 558-560). As a rcsuh, Ms. Diaz Cortez believes that the Joint 

pplicants were unwilling to grant any M e r  concessions to address the iatervcnors’ concerns (Id.). 

be conceded that RUCO had the opportunity to negotiate with the Joint Applicants in February and 

[arch (Tr. 569), but maintained that it would have been difficuk to negotiate Without knowing what 

rms and conditions Staff and the Joint Appiicants had agreed to (Tr, 571 -572). 

The other intervenors also raised concern about the negotiation process. The Counties and 
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Nogales, as well as Mr. Magruder, argued that when the settlement process began they believed tha, 

111 parties would be involved in negotiations (Tr. 333-342). However, the final Settkmen~ 

Agreement was negotiated only between Staff and the Joint Applicants, thereby leaving the 

ntervenors to seek a separate resolution of the issues with which they were concerned. 

Staff argues in response thal all intervenors were made aware in late January of Staffs intent 

o negoriatc only with the Joint Applicants, aad suggested to the intervenors that they could discuss 

heir issues directly with the Joint Applicants (Tr. 338). Staff indicated that no intewcnors objected 

3 this procedure until the hearing began (Tr. 287). 

We find that the negotiation process leading up to the Settlement Agreement betwcen Sraff 

nd the Joint Applicants was appropriate under the ficts and circumstances presenled by this 

onsolidated proceeding. No party disputes that Staff advised the parties early in the negotiation 

rocess that Staff intended to negotiate directly with the Joint Applicants due to the number of patties 

I lfus case arxi the number of issues presented in this consolidated proceeding. AI1 parties concede 

la[ they werc not preciuded &om negotiating separately with the Joint Applicants to address issues 

ith which they were concerned (Tr. 338-343) and, indeed. Joint Applicant wilness Steven Glascr 

atified that UniSource met separately with Mr. Magruder, the Counties, and Nogales, and attempted 

I meet with RUCO {Id. at 125-1 26). Moreover, the record reflects that, prior to the bearing, no party 

bjected to the process that was established for engaging in settlement discussions (ld. at 142-143, 

37). 

The intervenors were also afforded the opportunity to present testimony in opposition to the 

:ttlment. In the February 7, 2003 procedural Order, the Administrative Law Judge rejected the 

lint Applicants’ proposed schedule and extended the timelines for filing testimony in order “to 

:commodate the need for dl patlies to be afforded due process” (February 7, 2003 Procedural 

der, at 2; See uiso, January 17, 2003 Procedural Conference Tr. 29-32). For whatever reason, 

UCO was the only intervenor that timely filed lestirnong regarding the Settlement and, with h e  

:ception of two issues. RUCO’s testimony was generally supportive of the Stipulation. Neither the 

ilthough staff a d  intervenor testimony was due by no lritr than ApnI 21,2003, Mr. Magruda fikd testimony on April 
1.2003, rhe day before the hearing was schtdulcd to begin. However, over rhe objcctioar of k Joint Applicants, AULA 
d Staff, Mr. Magrudcr’s untimely testimony wu not stricken (Tr. 66-68) and was Irter admitad (TI. 581). 
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Counties nor Nogales filed testimony in opposition to the Settlement, relying instead solely on cross. 

exarninarion and legal arguments to make their cases. 

We believe each of thc parties in this matter was given due process and the opportunity to be 

heard regarding their relevant concerns. Each of the substantive t e n s  of the Settlement Agreement 

IS discussed below and the reasonableness of the A m e n t  will be decided based on the evidentiary 

record that is before the Commission. 

HI. SETTLEMENT AGREEMENT 

The Settlement Agreement entered into April I ,  2003 by the Joint Applicants and Staff 

:“Signatory Partits”) encompasses a number of issues presented by each-of the three consolidated 

:ass. Specific terms of the Settlement are discussed below. 

The largest bene61 of the Settlement cited by  the Signatory Panics is &he “forgiveness” of 

‘under-recovered” purchased power costs that are currently contained within Citizens’ PPFAC bank 

ialance. The PPFAC balance is estimated to be at least 3135 million by the time of the scheduled 

iosing date, July 28, 2003. Staff estimates that this provision of the Stipulation will save Citizcns’ 

.urnen1 electric customers approximately 412 per month compared to a full recovery of the PPFAC 

talance. 

Othcr major .benefits of the Agrternmt cited by Staff and the Joint Applicants include a 

eduction in the gas rate increase from $21.0 million requested in Citizens’ application to $15.2 

iillion under the Settlement; reduction of fbture rate base for the gas and electn’c divisions of $30.7 

iillion and $93.6 million, respectively, to recognize a ”negative acquisition premium” of the lower 

ian book value price negotiated by UniSource for Citizens’ assets; an additional $10 million 

ermanent disallowance to gas rate base to recognize excessive costs associated with Citizens’ Build- 

)ut Program; a three-year moratorium on filing subsequent gas and electric base rate cases; a 

quircmtnt that UniSource file a plan to bring retail electric competition to electric customers 

cquired from Citizens by the end of 2004; agreement by UniSource to permanently forgo recovery 

f any potential stranded generation costs associated with the acquisition; and the agreement by 

lniSource to share 60 percent of any savings achieved by renegotiation of the June 1, 2001 

urchased power contract between Citizens and Pinnacle West Capital Corporation. 

8 DECISION NO. 66028 
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A. PPFAC Balance 

As indicated above, Citizens’ PPFAC balance is estimated to total more fhan $135 million b 

the end of July 2003. The Stipulation provides that none of the “under-recovered” PPFAC bani 

baiance, through the date of closing of the acquisition by UniSource, may be recovered by Citizens 

UniSource, or any of its subsidian’es. This “forgiveness“ of the PPFAC balance is touted by thc 

signatory parties as a principal benefit of the Agreement for ratepayers. 

The Joint intervenors argue that, in evaluating the reasonableness of the Settlement, thr 

2omrnission should not accord this “benefit” significant weigbt because the purchased power cosu 

ncurred by Citizens have never been determined to be recoverable from ratepayers. The Joini 

nlervenors have suggested &at, until a decision has been rendertd by the Commission or the FERC 

ipproving the requested PPFAC costs, the Commission should not consider the PPFAC provision of 

he Stipulation as a benefit to ratepayers. Nogates goes so far as to label the PPFAC forgiveness 

irovision of the Agreement as a “sham“ (Nogales Brief at 2). 

We disagree with the Joint Intervenors’ assertions that the permanent forbearance of ail 

‘PFAC costs (incurred as of ?he closing of the acquisition by UniSource) does not provide a red and 

ubstantial benefit tQ Citizens’ current electric customers. The Agreement provides that the $87 

killion of under-recgvered PPFAC costs incurred under the. “Old Contract”’ and approximately $48 

rillion attributable to the under-recovered PPFAC balance under the “New Contract,” through the 

id of JuJy 2003, will not be recoverable by Citizens, UniSourct, or any of UniSource’s affiliates. 

.Ithaugh it is possible that some portion of the requested PPFAC balance would have been subject lo 

isallowance, Staffs analysis indicates that it is likely customers would have been required to pay a 

;ignificant” mow11 of the under-recovered PPFAC balance under the Old Contract (Ex. S-1 at 36). 

kff also points out that it would have been difficult to prevail at the FERC on the issue of 

mprudence of the New Contract, because the terms of that contract had previously been approved by 

ERC (Id. at 37). In any event, the Settlement Agreement removes the uncertainty surrounding 

terpretation of the Old Contract, and ensures that ratepayers will not be required to pay for my of 

me OM Contract refers to the purchased power conhct in effect 6om 1995 to June I ,  2001 between Citizens and APS 
Ihe New Contraa is ehc purchased p o w  contract between Ciuem and PWCC that went into effect on lune I 2001. 

9 DECISION NO. 66028 



t 
I 
1 
I 
‘ t  
t 
I 
1 
3 
i 
t 
t 
t 
c 
I 

1 
8 
I 

a 

L 

I 

4 

c 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

13 

20 

21 

12 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-Ol032(3-OO-0751 ET AL 

the PPFAC balance through the closing of the transaction. 

Staff also compared the Stipulation to “worst case” and “besl case” scenarios. Under the 

worst case, Staff assumed that the estimated 5135 million PPFAC balance would be fully recovered, 

md future canyrng costs and all costs associated with the New Contract would bc approved. The 

lest case outcome assumed that the FERC would rule in favor of Citizens in its conlract dispute with 

4.PS. thereby reducing the under-recovery from the Old Contract by $70 million, and that the 

:onmission would deny 25 percent of the under-recovery under tbe New Contract (Ex. S-1, at 40- 

12). Based on its analysis, Staff concluded that Citizens’ current electric customers’ rates would be 

lpproximately 12 percent Iowa under the Stipulation conqmd to Citizens’ original PPFAC 

iroposal (Id.). We agree with Staff that the Joint Applicants’ agreement not to seek recovery of any 

OAOR of the under-movered PPFAC balance confers a substantial benefit on customers by 

liminating the uncertainty surrounding the disputed PPFAC amounts. Although there is a possibility 

iat some of the PPFAC balance could have been reduced through litigation, the Settlement 

Lgrecmcnl achieves the best possible outcome by completely eliminating the opportunity for my of 

1c approximately S 13 5 million balance to be recovered &om ratepayers. 

B. 

UniSource infends to create one or more subsidiaries to own and operate the electric and gas 

sstts being acquired from Citizens. These yet to be formed subsidiaries are referred to in the 

;tipulation as “EltcCo” and “GasCo”. 

-fer of Assas and Ccrt ificatq 

The Signatory Partics requesl authority, pursuant to A.R.S. 540-285, lo transfer Citizens’ 

lecvic and gas assets to ElecCo and GasCo, respectively. The Agreement M e r  provides that 

Iitizens’ electric and gas CC&Ns will be transferred to the UniSource affiliates, dong with any 

ecessary franchises, licenses and similar authorizations. Copies of such franchkes, licenses and 

uthori7ations will be submitted to the Commission within 365 days of approval of the Stipulation. 

Ke Settlement also states thar ElecCo and GasCo will be entitled to recover 51.8 million and $2.7 

iillion, respectively, of the anticipated “transaction costs” associated with the acqusition, as an 

ffset to the negative acquisition premium (see Negative Acquisition Premium discussion below), 50  

ial the transaction costs may be capitalized in accordance with Generally Accepted Accounting 

10 
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Pnnciples (“GAAf”’). Thc Agreement provides that UniSource may, at its discretion, form a holdln! 

company (“HoldCo”) to finance and hold ownership in ElecCo and GasCo. 

Cihzens seeks to exit the electric and gas service business. not only in Anzona but in orhe 

s r e s  of the country (Joint App. Ex. 10, at 8-9). It is significant that Citizens is being acquired b) 

UniSource, a company that operates exclusiveIy within the State of Arizona and which has a prover 

rack record as the parent company of Tucson Electric Power. Witnesses for the loint Applicants, 

Staff. AUJA and RUCO testified thar UniSource is a fit and proper entity to acquire and opente the 

:as and elecmc assets cunently own& by Citizens (See, e.g., Joint App. Ex.  L, 31 2-3; Tr. 286, 512, 

;37). UniSoufce has indicated that it intends to retain substantially all of the approximately 370 

mployces employed by Citizens (Tr. 448) md to hire additional cmplopes in Arizona 10 perform 

ertarn administrative duties currently done by Citizens employees in New Orleans (Tr. I 18). 

Based on these factors, we belicve that UniSourcc is a fit and proper entity to acquire the gas 

nd electric assets owned by Citizens in Arizona. We also find that the transfer of Citizens’ gas and 

lectric CC&Ns tb UniSourcc is in the public interest and should be approved. 

C. 

The Stipulation provides that, as of the date of closing of the acquisition of the Citizens 

lectric assets by UniSource, the purchased power adjustor rate will be set at $0.01825 per kilowatt 

our (“kWh”). Adding the current base rate for purchased power of $0.05194 per kWh to the 

ijustor rate would result i n  a total purchased power rate of $0.07019 (See Appendix C of Settlement 

greement). 

Electnc Purchased Power and Fuel Adiustor Clause 

The Joint lntervcnors raised conccms with this provision of the Settlement because they 

:lievc the new PPFAC adjustor rate is based on an excessive purchased power price that is 

mlained in the New Contract. For C X ~ ~ ~ I C ,  Mr. Magruder testified that the wholesale electricity 

t e  the New Contract of $58.79 per MWh5 is almost twice the rdte available recently on the spot 

&et (Magruder Ex. 2, at 18-24). Mr. Magruder believes that the New Contract rate is excessive 

The New Contract price of $0.05879 per kWh is the generation supply conpomnl. Tbe total purchased power rate of 
1.09019 kWh is determined by adding tk $0.05879 genwation component K) the line loss (S0.06SB3) and eansrnission 
0.00436) components (Joint App. Ex. 6, App. C). Fw ~rpores of ~mparlng market prices for gcnuariob it is 
lpropriate to use the 50.05879 k w b  price. 

WorbnloD7 5 1 4 0  11 
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tccause it was negotiated during a period of volatility in the California and western energy market: 

Id. at 22). 

The Joint Applicants and Staff dispute Mr. Magruder's contentions. Staff contends that thc 

urchased power pnce should be evaluated on a going-forward basis because, even though h e  New 

:ontract was for a seven-year term (from June 1, 2001), under the Settlement Agreement customers 

r i l l  not be required to pay for the first two years of PPFAC cos&. Staff witness Lee Smith atsc 

iscusscd the benefits of the "load-following" nature of the contract. the risk premium associated 

4th a long-term contract such as the one Citizens entered into with PWCC, the cost of long-distance 

ansmission, and the cost of anciliary services (Tr. 300-304). Based on recetlt spot prices from the 

do Verde index, Ms. Smith concluded the purchased power price in the New Contract is reasonable. 

ilc indicated that. even if market manipulation created an expectation of higher prices when the New 

ontract was negotiated in 2001, the relevant comparison is to evaluate the New Contract to current 

arket prices on a going-forward basis, including the appropriate adders for following load, risk 

emiurn, ancillary services and transmission (ld. at 306-308). RUCO's witness aIso testified that the 

ew Contract is reasonable on a going-fonvard basis, based on an analysis that was similar to the one 

rdertaken by Staff (Id. at 576). 

joint Applicant witness DtConcini also described the benefits of the New Contract. Hc 

.plaind that the New Contract is a full requirements supply agreement that requires PWCC to meet 

e instantaneous demand of Citizens' customers. Due to the fuIl requirements nature of the contract, 

well as the inclusion of network transmission and ancillary services, Mr. DeConcini believes that 

2 New Contract is a reasonable agreement (Joint App. Ex. 9, at 2-4). He also claims that, compared 

other conlrilcfs entered into in 2001 and the cost of constructing generation facilities at that time or 

today's market, the New Contract provides a reasonable price for power supplied to Citizens' 

storners, especially consjdving the benefit to customers associated with the forfeiture of the first 

'0 years' PPFAC costs.(Id. at 5-8; Tr. 140, 184). 

We agree with the Joint Applicants, Staff and RUCO rhat the pnce contained in the New 

mwact is not an unreasonable rate for electricity considering all relevant fxtors. As descJibed by 

E Staff and Joint Applicant witnesses, tbe appropriate evaluation of market prices must include 

12 
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consideration of the fuIl-requirements, load-following nature of the contract, and the inclusion o 

necessary transmission and ancillary services. Based on all of these factors, as well as Ih, 

Stipulation’s requirement that the Joint Applicants may not seek recovery of PPFAC costs for a mor( 

:han two-year pcriod under che New Contract (June I ,  2001 to the expected closing dale of July 28 

!003), we find that the new purchased power ibdjustor rate of $0.01825 Is  not unreasonable 

9Ithough we conclude that the new adjustor rate included in the Stipulation is not unreasonable, 

p e n  current market conditions we believe that UniSource should continue lo negotiate with PWCC 
or additional concessions. 

D Renenotiation of New Contract 

Regarding the June 1, 2001 purchased power contract between Citizens and PWCC. 

JniSource agrees to attempt to renegotiate the contract. Under the Settlement, any savings flowing 

.om a successful renegotiation of the contract with PWCC would be shared by EIecCo’s customers 

nd UniSourcc. The Agreement provides tbat 60 percent of savings would go to ratepayers and 40 

crcent of savings would go to UniSource. 

The Joint Intervenors strongly oppose any sharing of savings associated with a renegotiated 

mlract. In effect, they argue that UniSourcc has a duty to negobate the best possible pncc for 

echcity provided to customers, and that any additional savings received from a renegotiated 

mtract should be allocated entirely to customers. 

RUCO generally agrees with the Joint Intervenors’ position on this issue. Ms. haz Cortez 

ated that the 60140 split in the Settlement would provide a windfall to UniSource which is not 

xcssary. Instead, RUCO recommends that any savings achieved from rcmgotiaiion should be split 

ith 10 percent going to UniSourct and 90 percent to benefit ratepayers (RUCO Ex. I, at 10-1 1 ). 

Ahhough Staff and the Joint Applicants contend that the 60/40 split is mded to provide an 

centive for renegotiating the New Contract, we agree with RUCO that limiting the flow back to 

niSource to 10 percent of my renegotiated savings will provide a sufficient incentive to the 

Impany to actively negotiate for additional savings while providing customers the vast majority Of 

e savings. Moreover, the introduction of retail competition in the near future should provide an 

cencivc to PWCC to bargam in good faith in order to avoid losing the wholesale load associated 

DECISION NO. 66028 
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with serving retail customers located in Santa Cruz and Mohave Counties. For these reasons, we wil 

amend t he  Stipulation consistent with RUCO’s recommendation. If after 90 days from the effective 

date of this Decision, UniSource believes that negotiations art not proceeding in a timely fasbion o 

that PWCC is not negoliating in a good faith manner, UniSource shall: use the FERC’s Alternativf 

Dispute Resolution Service to the extent such service is avalable, for pwposes of renegotiating t h e  

:urrcnt contract with PWCC. 

E. 

The Signatory P d e s  agree that, within 120 days of approval of the Settlement, UniSourcc 

nust file for Comdsion approval a plan to open ElecCo’s service lemtones to retail electric 

:ompetition. Under this provision, UniSource is required to address, at a minimum: unbundled 

arXk; system benefits charges; assisting new suppliers in using transmi6sion; and reliability must- 

un generation. The implementation of raoil competition in EIecCo’s service territories must be 

ccomplished by no later than December 31,2004. The Settlement also provides that UniSource will 

01 oppose municipal aggregation in principle as pan of any plan for retail access in ElecCo’s service 

:mloritxi. 

ODenina ElecCo’s Service Territories to Retail Electric Comuetition 

Certain intervemors suggested that competitive retail access should be available by no later 

ian the end of 2003. As explained by the Staff witness, offering access to retail customers will 

?quire a number of modifications, including unbundling the transmission and generation rate 

omponents, implementing accounting measures associated with retail access, and developing billing 

)r customers that choose a competitive supplier (Tr. 347). However, UniSource has indicatcd that it 

attempt to hplement retail competition prior to the end of 2004, if possible (Tr. 299,350). Staff 

Fitness Smith also indicatcd that the chance of a successhl introduction of retail access in the 

IecCo areas i s  more likely than in another arcas in mzona due to the higher access credit that is 

kely to be available for ElacCo customers (Tr. 299,346). 

We bclieve it is rcasonable to require UnjSource to file, within 120 days of the effective date 

f this Decision, an application for approval of a plan to open ElecCo’s service temtones to retail 

echc competition by no latn than December 31, 2003, UniSoutce’s plan shall address, at a 

iniinum, unbundled tariffs, systean benefits charges, wisting new supplias in using transmission 
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md reliability must-run generation. 

Related to the issue of retail access, the Stipulation states that ElecCo’s stranded costs art 

:qual lo zero. The Agreement indicates that stranded costs are limited Io generation costs, including 

:osts associated with the June 1, 2001 p u r c h d  power contfact between Citizens and PWCC and 

3itizens’ generation units located in Santa Ccuz County. These provisions of the Settlement, as 

nodified herein, provide substantial benefits to the current Citizens electric customers who will be 

srved by ElecCo after comptetion of the acquisition by UniSource. 

F. 

The Stipulation also stales that, in m’s next gmeral rate case filing, TEP and UniSource 

d l  submit a ftasibility study and consolidation pian or, in the alternative, a plan for coordination of 

perations of ElecCo in Santa Cruz County with TEP. The Settlement indicates thal the 

Dnsolidation plan must address the ability of TEP to retain two-county bond financing or, if such 

nancing could not be retained, a comparison of the benefits of operational consolidation with the 

enefits of redeeming the twocounty financing. 

Consolidation of Santa Cruz Division with TEP 

Under the requirement of Decision No. 62103, TEP’s next general rate case is exptcted to be 

led in J u ~ e  2004. This provision of the Stipulation may result in benefits to Santa (=ruz County 

momers. in h e  fom of improved reliability and economies of scale, to the extent that TEP 

evelops a workable plan for consolidating the Santa CNZ Division within TEP’s operations (Tr. 

93-394). 

G. NeEativt Acauisitipn Premium 

Unda the Settlement, UniSource agrees to permanently credit customers for the “negative 

:quisition adjustrnents**ol S30,700,000 for GasCo and S93,624,000 for ElecCo, until those amounts 

.e fully amortized over the life of the plant related to the Agreement. The resulting net plant in 

~ I G C  for the elect.rjc assets acquired by UNSourke will bc $93,800,000, as of October 29, 2002 

iec Appendix B, Schedule 4, of the Scttlement Agreement). UniSourct will be precluded from 
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seeking any other treatment of the negatw acquisition premium amounts. T h e  accounting treatmen 

for these adjustments will be conducted in accordance with the guidelines set forth in Paragraph 35 0, 

the Settlement. 

Nogales raises the argument on brief that h e  claimed rate reduction is simply a “public 

relations” effort because the Commission has no assurance that UniSource will not subsequent1 y sell 

:he system for a higher price, which could lead to a later buyer setking to “recover the differencc 

,&ween the UniSourcc purchase price and n subsequent purchase price” (Nogales Brief at 3-4). 

zontraty to Nogales’ assertion, if UniSource seeks to sell all or part of the gas and electric systems it 

s acquiring from Cttizcns, the subsequent bansaction would require Commission approval. As such, 

he Commission will have a full opportunity to evaluate any subsequent proposed purchase of the 

JniSource gas and electric assets. Thus, Nogales’ concern that it could be disadvantaged by a 

ubsequent sale of the assets is, at a minimum, premature. 

It is unclear why the City of Nogales would oppose UniSourcc’s agreement to eliminate ftom 

ate base in future rate bases over 430 inillion and $93 million in gas and electric system plant assets, 

espectively, given RUCO’s estimate that these negative acquisition premiums will r e a t  in annual 

:venue reductions of approximately $13 million for electric customers and 55.5 million for gas 

ustorners (RUCO Ex. 1 ,  at 4-6). In any event, the permanent rate base reductions set forth in the 

lettlement constitute a significant benefit to the current Citizens gas and electric customers (Tr. 297). 

H. Rate Moratorium 

The Stipulation further provides that neither EIecCo nor GasCo may file a general rate case 

3r a period of at least three ycars firm the date of the Commission Order approving the Settlement. 

lowever. EfecCo and GasCo may seek rate relief sooner than the three-year moratorium period in 

le event of circumstances that constitute an emergency, or due to material chaogcs to cost of service 

6 a result of federal, uibal, state or local laws, regulatory requirements, judicial deck~ons, actions, or 

rders. 

The effect of the rate moratorium provision is that gas and electric base rates for the 

ustomers acquired by UdSource will not be increased until mid-2007, al (he w k s t  (three-ytar 

ioratoriurn plus additional year for processing rate application). Combined with the remaining five 
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years on the New Contract for purchased power, the customers acquired by UniSource will enjoy 

relative rate stability in base rates and purchased power rates’ for at least the next several years. We 

find that the base rate moratorium provision provides a significanl benefit to affected ratepayers 

However, we believe the Settlement Agreement should be modified slightly to make it clear Ihai 

GasCo and ElecCo shall not be permitted to increase their gas or eiectric base rates pnor to August 1, 

2007. 

1. 

The Signatory Parties agree that, for ratemaking purposes, the Fair Value Rate Base 

“FVRB”) for the Citizens’ gas assets to be acquired by G a s h  is $142,132,013, as of October 29, 

!002 (See Appendix B, Schedule 2, of Settlement Agreement). The Signatory Parties further agree 

hat, for ratemaking purposes, a reasonable rate of return on the stipulated WRB equals 7.49 percent. 

he stipulated rate of return is based on a total cost of capital of 9.05 percent, derived from a cost o f  

quity of 1 1 .OO percent and a cost of deb! of 7.75 percent for original cost rate base (See Appendix B, 

IcheduIe I, of Settlement Agreement). The Settlement provides that GasCo’s increase in revenues 

d l  equal $15,191,276 (See Appendix B, Schedule 1 ,  of Scttlment Agreement). The Agrcemcnt 

Is0 sets forth a rate design for the new gas rates that includes, among other things, that the monthly 

ustomer charge wil1,Increase fiorn $5.00 to $7.00 and the base cost of gas impticit in the commodity 

atts for all tariff classes will be $0.400 per them (See Appendix B, Schedule 3, of Settlement 

grctmml). 

Terms of Gas Rate Case Amernqt 

The Signatory Parties haher agree that the purchased gas adjustor (“PGA”) bank balance will 

ot be affected by the Agreement and that UniSource and/or GasCo wilt comply with all prior 

:ommission orders regarding treatment of the PGA bank balance. With respect to the new stipulated 

0.400 per therm base cost of gas, the Settlement provides that the existing $0.100 per therm (over 12 

ionths) fluctuation limit, without Commission approval, shall be increased lo f0.IX.l for 12 

msecutivt months after approval of the Settlement. At the end of that period. the PGA rate would 

:vert to the cment SO. 100 per therm fluctuation limit. 

17 
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Although they did not prcsent any testimony on the gas rate issues, the Joint Intervenor! 

gencrally oppose the Stipulation’s gas base rate increase because of the approximately 21 percen 

average increase that would be experienced by customers. No testimony or evidence was presenta 

in opposition to the stipulated FVRB, expenses, rate of return or rate design tariff issues. For thc 

reasons discussed below, we believe the Settlement provides a reasonable resolution of the relevanc 

issues raised by Citizens’ gas rate application. 

With respect to Citizens’ gas rate application, Staff initially identified Citizens’ “Build-Out” 

xogram as the most significant issue. Staff noted that Citizens invcsttd approximately SI 33 million 

n gas plant since its last gas rate case in 1995. In Decision No. 57647 (November 26, 1991), the 

:omission directed Citizens to conduct a Build-Out program, a plant addition program designed to 

:xpand Citizens’ gas scrvice to relatively remote, low density aceas that require higher investments 

han more densely populated areas. The Commission approved Citizens’ Build-Out program in 

kcision No. 58664 (June 16, 1994). The Signatory Parties recommend that the Commissjon not 

onduct any further prudency reviews of the Build-Out program, based on the Slipdation’s $10 

nillion reduction from rate base. The Signatory Parties also propose that the Commission nor 

onducr any prudency reviews of Citizens’ gas procurement practices, accounting practices, or 

Nalanccs existing on or before October 29,2002. The $10 million reduction represents a permanent 

isallowance and write-down to gas rate base, and is intended to reflect the Signatory Parlies’ 

omproniise in lieu of a full prudence review of the Build-Out program. 

The Commission initially supported the Build-Out program, as evidenced by the approval of a 

urchrge for such investment in Citizens’ 1993 rate case (Decision No. 58664). StafT later became 

oncerned with the Ievel of costs incurred by Citizens in continuing the program and undemok an 

westigation in this proceeding of the reasons for cost  overruns experienced by Citizens (See, Ex. S- 

,at 13-18). 

Based on its analysis, Staff concluded that the cost overruns were attributable to a number of 

iclofs. including: underestimation by Citizens of costs originally presented to the Commission; new 

nvironmental regulations; unforeseen rock that increased installation expenses; responsibility for 

istallation and maintenance of facilities iocated on customers’ property; and changes in right-of-way 
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rcqulrements. Staff concluded that most of the cost overruns were outside of Citizens’ control, will 

the exception of whether additional geological surveys should have been undertaken prior to pusuinl 

:onstruction In certain areas affected by underground rock formations (Id. at 17-1 8). 

As described above, the Stipulation provides for a S30.7 million negative acquisitior 

ujjuslment associated with UniSource’s agreement to purchase the Citizens gas assets for less thar 

he net plan1 in seMce proposed by Citizens in the gas rate case. Staff observed that the purchase 

rgreunent for less than lhe net depreciated original cost book value is very unusual and, as a result, 

itaff believes that this negative acquisition adjustment is attributable, at l a s t  in part, to the cost 

~vemns of the Build-Out program (Id. at 19). 

We agree with Staff that the $30.7 million negative acquisition premium could be viewed as 

‘le equivaIen1 of a “rate cue  disalIowance” thal may have occurred if the issue had been litigated 

efore the Commission. h addition, the Stipulation provides for an additional $10 million permanent 

as plant disallowance that is specifically attributable to the Build-Out program. We believe that the 

>tal gas plant disallowance of more than $40 million reflects a reasonable treatment of the Build-Out 

mgram issues that would likely have been raised if the gas rate case had gone forward on its own 

wits. 

J. Financina: Provisions 

The Settlemenl requests that ElecCo and GasCo be authorized, pursuant to A.R.S. §§40-301 

rseq., A.R.S. 540-285, and A.A.C. Rl4-2-801 erseq.: (I)  to issue or guarantee up to $175 million of 

ebt securities to h d  a portion of the purchase price and for initrai working capital; (2) to issue or 

uarantee additional debt stcurities, when appropriate, under the terms of a new revolving c r d t  

pement; (3) to enter into indentures or security agrcments which grant liens on some or all of the 

IecCo and GasCo properties; (4) to issue common stock to UniSource or HoIdCo; and (5) 10 acquire 

ridge financing as described in Appendix A to the Stipulation. 

The Signatory Parties also agree that TEP should be authorized to loan up to SSO million to 

niSourcc (the “TEP ban”) to assist in UniSourcc’s purchase of the Citizens e l h c  and gas assets. 

he term of the TEP loan would be no longer than four years and would be securtd by UniSource 

fith a pledge of 100 percent of the HoldCo, Ele~co, and GasCo common equity. Other specific 

66028 
Jdlader1001Sl o h  19 DECISION NO. 



~~ 

I 
I 
I 
I 
E 
I 
E 
I 

-.. 1 
E 
I 
1 
1 
I 
I 
I 
1 
I 
I 

1 

I 

c 
I 

e 
S 

i a  

12 

13 

14 

15 

16 

17 

18 

i9 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-01032C-00-075 1 ET AL 

terms of the TEP loan include: ( I )  the interest rate on the loan shall be 383 basis points above a four. 

year United States Treasury Securi~y on the date of the loan; (2) 264 basis pints of the inttresi 

income received by TEP shall be treated as a deferred credit to offset rates in the future and the 

remaining inlcmt income will be used toward increasing TEP's equity capitalization. The 

Settlement further provides that TEF's ratepayers will be held harmless from any demonstrable 

ncrease in TEP's cost of capital as a result of the TEP loan, including but not limiled to a decline in 

mnd rating 

The Agreement also states that ElecCo and GasCo will be authorized to issue cormnon stock 

o UniSource or HoldCo to evidence their ownership interest. UniSource would also be authorized LO 

:apitaiize ElecCo and GasCo in the amount Of$?5 million to $125 million. 

The Signatory Parties claim that the Settlement provides UniSource with the necessary 

lexibility to consummate the acquisition of Citizens in a timely manner, while also ensuring the 

liability of the new electric and gas subsidiaries and TEP (Joint App. Ex. 7, at 2). As indicated 

bow, UniSoltrce intends to create an intermediate holding company and two operating companies, 

ilecCo and GasCo. UniSource seeks to achieve a 60/40 debt to equity ratio for the operating 

ornpanks, which goal UniSourre claims will be furthered by the Agrement's prohibition aggnst 

llecCo and GasCo issuing dividends to UniSource or HoldCo in amounts that Iota1 more than 75 

lercent of their respective earnings, until equity capitalization equals 40 percent of total capital. Thc 

rgrccment also raises the existing threshold for TEP of 37.5 pmcnt equity capitalization to 40 

lercent, consistmt with the ElecCo and GasCo requirements. 

Staff initially expressed concerns with the $50 million loan pmitted under the Settlement 

rom TEP to UniSource, However, Staff believes that the Stipulation includes suffkient protections 

3 ensure that ratepayers are not harmed by any such loan transaction. Staff distinguishes the facts in 

iis case from prior cases at h e  Commission and the FERC that placed limits on financing by 

:plated companies of non-regulated entities (See, e.g., Decision No. 657%. at 5;  FERC Docket NO. 
S02-51-000, 102 FERC 161,186). Staff points out that the $50 million TEP loan would be used 
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exclusively to fund the acquisition of regulated assets in Arizona*. 

Staff also contends that the P50 million TEP loan would benefit TEP ratcpayers because a 

scrcentage of the interest earned on the loan will be earmarked to offset future rate increases and to 

most TEP‘s equity capitalization. According to Staffs witness, the amount of !he benefit to TEP’s 

*atepayers could be as much as 56 million (Tr. 314-315). The Stipulation also includes a boIC 

xmnless provision that Staff believes will protect TEP customers from any negative consequences a! 

L result of the loan. 

We believe that the financing provisions of the Stipulation will provide UniSource with the 

ieccssary flexibility to finance the acquisition in a cost-effective manner while protecting customers 

rom adverse effects of the transaction. B & C ~  on the totality of provisions in the Settiemcnt 

igreement, as welt as the analyses contained in the testimony at hearing and in the Late-Filed 

ixhibit, we find that sufficient protections will be in place to ensure that ratepayers will be protected 

rom financial harm. As set forth in the Agreement, the financing arrangements should also afford 

’EP customers benefits in the form of mihgated rate increases and continued improvement in TEP’s 

vital structure. For these reasons, we conclude that the financing provisions of the Scttiement 

geement are in the public interest and should be approved. 

K. * Structure Issucs 

An ancillary fuancing issue is addressed in the Settlement’s provision mgarding capital 

truclure issues. In Decision No. 60480 (November 25, 1997), as amended by Decision No. 62103 

qovcmber 30, 1999). the Commission rquircd UniSource to invest at leas1 30 percent of the 

roceeds of future stock issuances in TEP. The Settlement provides that UniSowce and TEP would 

t granted a waiver of that prior requirement in order for UniSource to finance the acquisition of 

itizens’ electric and gas assets. 

On May 20,2003, the Jobt Applicants 8d Staff submined a bk-Filed Exhibit that provides a cash flow analysis for 
oldCo d e r  various scenarios involving the $50 tniWn TEP loan ud a 550 million revolving d i t  linc (Exhibit A). 
he Exhibit also includes an analysis containing a b&me h t ,  income stawnwit, rad othcr financial ratios based on the 
sumption that UniSoum woukl borrow $90 million from a rhird party to finance its quity investment in HoMCo 
lxhibit B). The Late-Filed Exhibit shows &at, even under the most consemtivc financing assumptions (i.e., the $50 
illion TEP loan and $50 milliw rcvoMng line or  6 1  arc loaded entirely onto HoldCo, and UniSourcc botlows $90 
illioa to fund its equity investment m HoIdCo in addition to HoldCo’s estimated $140 million of deb1 for operations. the 
,mest #werage ratios rad a d i t  nmicr rennio healtby. 
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Under the Agreement, TEP would be precluded from issuing dividends to UniSourcc in aJ 

amount that cnmprists more than 75 percent of TEP’s eamings, until such tune as TEP’s equit) 

capitalization reaches 40 percent of total capital. In addition, until ElecCo’s and GasCo’s respective 

equity capitalization equals 40 percent of total capital, they will not issue dividends to HoidCo or 

UniSource in an amount that comprises more than 75 percent of ElecCo’s or GasCo’s m i n g s .  

We find the capital SuUcture provisions ofthe Stipulation properly balance UniSource’s need 

Tor financing flexibility with the need to maintain the financial health of regulated utilities. As Staff 

mints out, the Agreement’s capital structure incentives are based on conditions imposed by prior 

’ommission Orders that have helped TEP dramatically improve its debvequity ratio. We believe the 

jeitlement’s imposition of similar controls for ElecCo and GasCo will help ensure that the new 

dectnc and gas utilities fomed by UniSource will achieve an appropriate mix of debt and equity 

,onsistent with financially hcalthy utility companies. 

L. Provisions 

The Settlement contains a number of provisions related to maintaining gas pipeline safcty. 

h o n g  those tums are the following: (1) UniSource will not aliow the acquisition to diminish 

taffing that would result in service and/or safety degradation in the NAGD or SCGD service areas; 

2) UniSource will continuc to maintain fully operational current local field offices in the NAGD and 

CGD scrvices areas to maintain quality of service and m u r e  pipeline safety; (3) UniSource will 

ontinue Citizens’ current practice of not using conmct perso~e l  for performance of operation and 

naintcnance functions such as leak surveys and valve maintenance; (4) UniSource will adopt thc 

~osl recent version of Citizens’ operation and maiatmsnce manuals and procedures, including 

Xzens’ emergency plan, and will make revisions and updates only as ncccssary, with such revisms 

tr updates to be provided to the Commission’s Chief of the Office of Pipeline safety, (5) UnSource 

d l  make all reasonable efforts to prevent degradation ‘in the quality of service to c u m t  ~t izens gaS 

ustomers; and (6) GasCo will independently inspect all work done by contract penonntl regarding 

istallation of new service lines and main extensions. 

No party opposed these provisions of the Stipulation and we find that they are rea~~nable 

:rms to ensure that UniSource’s operations will adhere to gas pipeline safety r q h e n t s .  
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M. 

The provisions of the Settlement Agreement described below were not opposed by any paR 

o the proceeding. We believe these terms are reasonable as part of the overall Settlement pack% 

legotiatcd by the Signatory parties. 

Other Miscellaneous Provisions of Settlement 

1 .  Additional Acauisition Costs 

The Signatory Parties agree that ElecCo’s and GasCo’s ratepayers will be held harmless eon 

ny recovery directly related to the increase in acquisition costs resulting under the purchast 

greements between UniSource and Citizens if the transaction does not close by October 29,2003. 

2. CaDitd ExDenditures 

Tlie Signatory Parties agree that work orders closed after October 29,2002 through the dair 

r closing of the transaction between UniSourcc and Citizens will be included in the rate base foi 

IecCo and GasCo (subject to prudency review) on a dollar-for-dollar basis (not reduced by the 

rgative acquisition adjustment) in the companies’ next rate filings. 

3. Revised Line Extension Tariff 

The Setllement fbrther provides that GasCo’s revised gas facilities scrvice lint and main 

xtension tariff, as set forth in Appendix D io the Settlement Agreement, should be amended and 

nplemented upon Commission approval of the Stipulation. 
. - .  4. & m r o v a  rtaDon 

The Settlement states that UniSome must re-apply for Commission approval of the 

,grcemenl and the Joint Application if the transaction between UniSource and Citizens is not 

msummatcd within six months following the Commission’s approval of the Agreement. UniSource 

lay, however, apply for an extension of the six-month time limitation, subject to UniSource 

cmonstrating why the transaction was not consmated and why approval of the extension is in the 

ublic interest. 

5. 

The Agreement provides that UniSource will file, within 30 days of the Commission’s 

iproval of the Settlement, tariffs reflecting all Conunissioa-approved changes contained in the gas 

te filing. Under this provision, the gas rate taxi& would be effeftive from the date of closhg the 
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transact ion 

UniSource would also be required to file, within 60 days of Commission approval of Ihc 

Agreement, an application for Commission approval of tariffs regarding the negotiated sales program 

and gas transportation issues. 

6. Notice to Customers 

Within 60 days of approval of the Settlement, UniSource agrces to provide in bills sent 10 

customers of ElecCo and GasCo a notice regarding the revised rates. terms, and conditions of service 

as set forth in the Agreemmi. The bill inserts wifJ also infonn customers that the Commission 

remains the rcgulalory agency responsible for overseeing ElecCo’s and GasCo’s operations, and that 

customer complaints that cannot be resolved by the companies may be directed to the Commission’s 

Consumer S e ~ c e s  Division. 

N. Other Intervenor  issue^ 

1. Demand-Side Manag emant 

Both RUCO and Mr. Magruder raised the issue of increased funding for demand-side 

nanagemmt (“DSM’) programs. Ms. Diaz Cortez advocates increasing DSM funding from 

2itizens’ current levcl of $175,000 per year to $600,000 annually, with an increase to Sl,OOO,OOO i f  

he purchased power.rate in the PWCC contract is reduced through renegotiation (RUCO Ex. I ,  App. 

.J). Mr. Magruder recommends that cuslorners should be given financial incentives to “load shape” 

n ordw to move usage fiorn peak to off-peak periods (Magruder Ex. 2. at 30-3 1). 

The Joint Applicants oppose increasing DSM spending based on their claim that Citizens’ 

:urrent level of per customer DSM funding is comparable to other electric utilities in A~~zoM.  Joint 

4ppiicant witness Steven Glaser testified that the current per customer DSM funding level is 30.44 

o r  APS, $3.62 for TEP, and $2.25 for Citizens. Under RUCO’s proposal to ultimately increase 

;pending to S1,000,000 per year, ElecCo’s annual per customer spending level would increase to 

612.85 (Joint App. Ex. 5 ,  at 6). 

We agrce with the Joint Applicants that RUCO’s DSM proposal would result in plaChg 

ipward pressure on customer rates, whether or not thc actual DSM programs were successful in 

.educing customer usage (Tr. 573). We believe the better means of addressing the issue of DSM i s  

24 
66028 

DECISION Nn 



8 
I 
1 
i 
I 
I 
I 
1 

-. 

J 
1 
8 
I 
I 
1 
1 

I 

‘ 

t 

1 

6 

S 

IC 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-Ol032C-00-075I ET A 1  

bough a generic investigation of the costs and benefits of such measures. In Decision No. 6574: 

March 14, 2003), the Commission directed Staff to “faciIitate a workshop process to explore ihr 

icveloprnent of a DSM policy and an environmental risk poficy” and to file a report within 1; 

ionths from thc date of that Decision. Since a broader policy investigation into DSM is dread) 

nderway. i t  is appropriate to consider the issues raised by RUCO and Mr. Magrudcr within the 

ramework of that proceeding. 

2. Filinn of Franchise Ameemmls 

AS described above, the Settlement Agreement requires UniSource to file copies of the 

anchises for ElecCo and GasCo witbin 365 days of the Commission’sXkcision in h i s  proceeding. 

his one-year period is typical of the requirement imposed in other cases before tbc Commission and 

llows the utility time to negotiate franchise agreements with appropriate municipalities and 

wemental agencies (Tr. 354): 

Nogales has suggested that the Commission should condition UniSource’s CC&N on its 

iilily to negotiate and submit the appropriate franchise agreements within 365 days’. Nogales 

commends on brief that failure to submit the required franchise agreements within that time period 

iould result in an automatic Show Cause Order from the Commission as to why UnSource’s CC&N 

ioufd not be revoked (Nogaks Brief a1 12). 

We do not believe that the recommendation made by Nogales i s  necessary, at this time. TO 

e extent that UniSource fails to comply with the directive to file the necessary franchise agreements 

ithm 365 days, the Commission will determine what remedy i s  appropriate. However, it  is 

emature to decide what consequences should resdt from noncompliance. Laving the issue of 

iforcement action open will afford the Commission greatet flexibility to fashion a remedy at the 

lpropriate time. 

‘. CONCLUSlON 

The Settlement Agreement proposed in this proceeding results in a gas base rate increase of 

i t  the hearing. Nogales’ request w a s  granted IO take Administrative Notice of Decision No. 61793 ( J u ~  29. 199% 
icrcin the Commission adopted a Settlement Agreement between Nogales and Citizens that r e q w  in part, for those 
rties to negotiate I 25-yur fnnchisc to submit to the City’s votm for appro~l. Uthough no wimcff was prrsentcd on 
s issue, Nogaics’ attorney argued at the hciuing that negotiations with Cithw bad fikd IO produce a franchm 
reran( (TI. 356-3S8). 
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approximately 21 percent and an increase in the PPFAC adjustor of approximaltly 22 percent 

Although we understand and appreciate the concerns expressed by the Joint Intervenors and in 

customer letters submitted in this docket, we believe the totality of the Settlement is in the public 

interest. 

As outlined above, the long-tcrm benefits of the Settlement Agreement are numerous, 

including: allowing Citizens to exit the gas and eiectric business in Anzona by selling its assets to a 

iurisdictional entity that has operated successfutly in this state for a number of years; resoling and 

wnoving (he uncertainty surrounding the PPFAC issue with a result that holds ratepayers harmless 

br more than 5135 million sought by Citizens for the under-recovered PPFAC bank baiaice; 

*equinng UniSource to renegotiate the existing purchased power contract and to pass 90 percent of 

he savings resulting from renegotiation to ratepayers; requiring UniSource to file a plan within 120 

lays to open its electric service arcas to retail competition by the end of 2003; requjnng UniSource to 

educe elecfnc and gas rate base by more than $93 million and S40 milIion, respectively; and 

rwiding future rate stability through a moratorium on electric and gas base rate’ increases until at 

east August 1,2007. 

For these reasons, we will approve the Settlement Agreement, subject to thc requirements and 

imitations discussed herein. 
* * * * t * * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

:ommission finds. concludes, and orders that: 

FINDINGS OF FACT 

1. On September 28, 2000, the Arizona Electric Division of Citizens Communications 

:ompany filed with the Commission an application (Docket No. E-01032C-00-0751) to c h a p  

3tizens’ c m n t  Purchased Power and Fuel Adjustment Clause rate, to establish a new PPFAC bank, 

begin accruing carrying charges and to request approved guiddies for the rccovery of costs 

Citizens filed an amended lcurred in connection with energy risk management initiativa. 

pplication on September 19,2001, and errata to the amendcd application on September 26,2001. 

2. Citizens’ AED serves approximately 59,000 customers in Mohave County and 16,000 
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:ustomen in Santa Cntz County. 

3. On August 6, 2002, Citizens' Arizona Gas Division filed an application (Docket No. 
S-01032A-02-0598) for authority to increase AGD revenues by $21,005,521, an increase oi 

ipproxirnately 28.75 percent. 

4. Citizens' AGD is made up of a Nortbcm Arizona Gas Division, which provides 

iatural gas service to approximately I 18,000 customers in portions of Coconino, Mohave, Navajo. 

rid Yavapai Counties, and a Sanla CNZ Gas Division which serves approximately 7,000 customers 

n Santa C w  County. 

5. On December 18, 2002, Citizens and UniSourcc Energy Corporation, on behalf of 

Iself, Tucson Electric Power Company and UniSource's designated f i l iates ,  filed a Join1 

ipplication (Docket Nos. E-01 933A-02-O914, E-01 032C-02-09] 4 and G-01032A-02-0914)- The 

Dint Application requested authority for UniSoum to acquire Citizens' gas and electric assets in 

sizona, to transfer. Citizens' gas and electric Certificates of Convenience and Necessity to 

IniSource, to obtain cenain financing approvals, and to consolidate the above-captioncd dockets. 

6.  UniSourcc is the parent company of TEP, which provides electric service to more than 

aO,O00 customers in southern A ~ ~ z o M .  

7. The above-captioned cases were consolidated by ruling at a Procedural Conference 

mductcd on January 17,2003. 

8. Santa CNZ and Mohavc Counties, the City of Nogales, Marshall Magruder. 

outhwest GW Corporation, the lntemationd Brotherhood of Ele~trical Workers, Local 769, and the 

esidential Utility Consumer Office were granted intervention in the consolidated dockets. 

9. Pursuant to Procsdural Order issued February 7, 2003, any proposed Settfemeat 

greemenl was to be filed by April 1,2003; intervenor and Staff testimony. was to be filed by April 

L, 2003; Joint Applicant rebuttal testimony was due to be filcd by April 28, 2003; a hearing was 

:hcduled lo begin on May 1,2003; and post-hearing briefs were to be filed by May 15.2003. 

10. Public Cornmeat sessions regarding this ~~nsolidsted proceeding were conducted by 

le Commission in Flagstaff and Prcscott on March 5,2003; in Lake Havasu City on March 25,2003; 

1 Kingman on March 26,2003; in Nogalcs on April 3,2003; and in Show Low on A@ 25.2003. 
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1 I .  A Settlement Agreemenl signed by the Joint Applicants and Staff was filed on April I ,  

2003 to resolve all issues presented in the consolidated proceeding. 

12. A Staff Report explaining and supporting the Settlement Agreement was filed on April 

21, 2003. RUCO filed testimony on April 21, 2003 generally supporting tbe Settlement, with the 

xception of two issues. AUlA also filed testimony on April 21,2003 in support of the Settlement. 

13. The Join1 Applicants filed rebuttal testimony on April 28, 2003 in supprl of the 

;cttiernent Agreement. 

14. 

IS. 

16. 

17. 

Mr. Magruder filed testimony opposing the Settlement Agrctment on April 30,2003. 

An evidentiary hearing was conducted in this matter on May-1.2, and 5,2003. 

Post-hearing briefs were filed on May 15,2003. 

On May 20, 2003, the Joint Applicants and Staff submitted a Late-Filed Exhibit 

malping the financial condition of UniSource and TEP under various financing scenarios. 

18. It i s  in the public interest, pursuant to A.R.S. 540-285, for UniSource to acquire the 

,lccmc and gas assets of Citizens in Arizona, including acquisition of Citizens' CC&Ns goveniing its 

;as and electric servjce areas. 

19. It is in the public interest for UniSource to create subsidiaries to own and operate the 

lectnc and gas utility assets purchased from Citizens and, if necessav, to form an intermediate 

lolding company to finance and own the electric and gas subsidiaries. 

20. I1 is in the public intern for UniSource and its subsidiaries, and Citizens, to forfeit all 

ighu to recover from rerail ratepayers any of the under-collected PPFAC balance-th.rough the cloSing 

atc of the acquisition transaction. 

2 1 .  It is in the public interest to grant an increase in gas operation revenues in accordance 

rith the Settlement Agrement, including the stipulated ratc design and tariff modifications related to 

ervice line and main extension policics. 

22. A fair value rate base of $142,132,013 and rate of return of 7.49 percent are 

#sonable for the gas operations of Citizens that are to be acquired by UniSource pursuant to the 

:nns of the Settlement Agmment. 

23. It i s  in the public interest to establish a new PPFAC adjustor rate of $0.01825 per k w h  

66028 
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lor the UniSource electric subsidiary. 

24. It is in the public interest to allow Ele-cCo and G d o  to recover up to S1.8 million and 

62.7 million, respectively, as an offset to the negative acquisition premium, in order for such costs tc 

)e cupitalized in accordance with GAAP. 

25. It is reasonable to require UniSource to file, within 120 days of the effective date 01 

his Decision, an application for approval of a plan to open EltcCo’s service territories to retail 

:lectnc competition by no later than December 31, 2003. UniSource’s plan shall address, at a 

niniinum, unbundled tariff.. systtni benefits charges, assisting new suppliers in using transmission, 

nd reliability must-run generation. 

26. UniSource shall renegotiate the existing PWCC purchased power contract and 90 

mccnt of savings from negotiation wiil flow to ratepayers, rather than the 60 percent provided for 

I thc Stipulation. All other terms of the SettIemmt Agreement are rcasonable and in the public 

iterest, and shall be approved. 

CONCLUSIONS OF LAW 

1. Citizens and UniSource, and UniSourcc’s subsidiaries TEP, ElccCo, and GasCo, are 

ublic service corporations within the meaning of Article XV of the Arizona Constitution and A.R.S. 

940-301 el seg., A.R:S. $$40-281 ecseg., and A.A.C. Rules R14-2-803 and R14-2-804. 

2. The Commission has jurisdiction over Citizens and UniSource, and over UniSource’s 

ibsidiaries, and over the subject matter of the issues raised in the consolidated applications 

3dressed herein. 

3. 

4. 

Notice of the applications was provided in the manner prescribed by law. 

Pursuant to A.R.S. §$40-301 er seq., the Joint Applicants’ proposed financing 

Tangements, including bridge financing, bond financing, and revoIving credit financing by 

nisource’s electric and gas subsidiaries, and the issuance of stock by those companies, are 

)proved. 

5 .  The financings approved herein arc for lawful purposes within UniSource’s and its 

ibsidjaries’ corporate powers, are compatible with the public interest, with sound financial practices, 
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and with the proper performance by UniSource and its subsidiaries of service as public service 

corporations, and will not impair Unisource's or i ts  subsidiaries' abilities to perform that service. 

6.  The financings approved herein are for the purposes stated in the applications and are 

reasonably necessary for those purposes and such purposes are not, wholly or in part, reasonably 

chargeable to operating expenses or to income. 

7. Pursuant to A.A.C. R14-2-804, TEP is authorized to loan up to S50 million to 

UniSource for the sole purpose of funding the purchase of Citizens' gas and electric business, subject 

.o the terms and conditions set fodh in the Settlement Agreement. 

8. Pursuant to A.A.C. R14-2-803, UniSource is authorized to capitalize h e  new electric 

md gas subsidiaries, subject to the terms of the Settlement Agreemmc. 

9. Pursuant to the terms of the Settlement Agreement, a waiver shall be granted lo 

kcision No. 60480, as amended by Decision No. 62103, which requires UniSource to invest at least 

IO perccnl of the proceeds of 8 public stock issuance in TEP. This waiver is granted for the sole 

wpose of allowing UniSource the ability to finance the acquisition of Citizens' gas and electric 

lssets under the terms of the Settlement. 

ORDER 

IT IS THEREFORE .ORDERED that the Scttltment Agreement betwm the Joint Applicants 

nd Staff is approved, subject to the terms and conditions set forth herein. 

IT IS FURTHER ORDERED that UniSource and its subsidiaries, and Citizens, shall forfeit 

11 rights to recover irom retail ratepayers any of the under-collected PFFAC balance through the 

losing date of the acquisition transaction. 

IT IS FURTHER ORDERED that, pursuant to the terms of the Settlement Agreement, 

IniSourcc shall permanently credit customers in future base rate proceedings for the "negative 

cquishion adjustmcnts" of %30,700,000 for GasCo and $93,624,000 for ElecCo, until lhose amounts 

rc fully amortized over the life of the plant related to the Agreemenl. 

IT 1s FURTHER ORDERED that, pursuant to A.R.S. 840-285, UniSoune is authorized to 

cquire the electric and gas assets of Citizens in Arizona, including acquisition of Citizens' CCc%NS 

oveming its gas and electric service areas. 
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IT. IS FURTHER ORDERED that UniSource is authorized to create subsidiaries to own and 

,perale the electric and gas utility assets purchased from Citizens and, if necessary, to form ar 

nterrncdiate holding company to finance and own the electric and gas subsidiaries. 

IT IS FURTHER ORDERED that, pursuant to A.R.S. §§40-301 ef seq., the proposed 

inancing arrangements are approved, inc)uding bridge financing, bond financing, and revolving 

redit financing by UniSource’s electric and gas subsidiaries, and the issuance of stock by rhose 

ompanies. 

IT IS FURTHER ORDERED that, pursuant lo A.A.C. R14-2-804, TEP is authorized to Ioan 

p to $50 million to UniSourde for the sole purpose of funding the purchase of Citizens’ gas and 

lectric business, subject to the terms and conditions set forth in the Settlement Apraanent. 

IT IS FURTHER ORDERED that, pursuant to A.A.C. R14-2-803, UnisourcC is authorized to 

ipitaiize the new eiechc and gas subsidiaries, subject to the t a m s  of the Setilcment Agreement. 

IT IS FURTHER ORDERED that, pursuant to the tenns of the Settlement Agreement, a 

aiver shall be granted lo Decision No. 60480, as amended by Decision No. 62103, which requires 

niSourcc to invest at I& 30 percent of the proceeds of 8 public stock ~ssuvlce in TEP. This 

aiver is granted for the sole purpose of allowing Unisourcc the ability to finance the acquisition of 

[tiens’ gas and elcctnc assets under the terms of the Settlement. 

IT IS FURTHER ORDEEED that the Eair value rate base of $142,132,013 and rate of return 

’ 7.49 percent are reasonable Cor the gas operarions of CititGns that are to be aquired b,y UniSource 

irsuant to the terns of the Setttcment Agrcanent. 

iT IS FURTHER ORDERED that the stipulated increase in gas operaUon revenues in 

cordanct With the Settlement Agreement, including the stipulated rate design and tariff 

bdifications related to suvin line and main extension policies, are approved. 

iT IS FURTHER ORDERED that UniSource’s proposed operating company subsidiaries, 

ecCo and GasCo, shall not file a general rate case increase for a period of at least three yur~s from 

e effective date of this De~ision and the rate increase resulting from this gama1 rate increase 

 plication shall not become effective prior to August 1, 2007, subject to the excepbons set forth in 

c Settlement Agreement. 
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IT IS FURTHER ORDERED that a new PPFAC adjustor rate of $0.01825 per k W h  for th 

UniSource electric subsidiary IS approved. 

IT IS FURTHER ORDERED that, pursuant to the terms of the Settlement Ageemen1 

JniSource shall attempt to renegotiate the existing purchased powcr contract with PWCC and an: 

iavjngs associated with the renegotiated contract shall be allocated in a ratio of 90 percent tc 

atepayers and 10 percent to shareholders. 

IT IS FURTHER ORDERED that UniSource shall commence renegotiation of the existin) 

iurchased power contract within 30 days from the effective date of this Decision, and shall f i l c  

~rogress reports in accordance with existing confidentiality agreements Pegarding its renegotiatior 

fforts every 60 days thereafier until further Order of the Commission. UniSource shall seryc 

edacted copies of such progress reports on all other partics of record in this proceeding. 

IT IS FURTHER ORDERED that, in the evemt UniSource compIetes renegotiation of the 

men! purchased power contract with PWCC, the terms and the proposed savings associated with 

le contract shall be submitted to the Commission within 30 days of finalization. 

3T IS FURTHER ORDERED that, at least 30 days prior to impternentation of retail 

mpetition, UniSourcc shall conduct retail aggregation workshops and informational s e m i m  in 

rder lo enable residential and smaU commercial customers to be educated regarding options that will 

rowde meaningful opportunities for participating in the retail access process. WniSource shall 

mducl at least one such workshop or seminar in each Santa Guz and Mohave County. 

IT IS FURTHER ORDERED that UniSource’s proposed operating company subsidiaries, 

IecCo and GssCo, shall be authorized to mover up to $1.8 million and $2.7 million, respcctivciy, 

b an offset to the negative acquisition premium, in order for such costs to be capitalized in 

cordance with GAAP. 

IT IS FURTHER ORDERED that UniSource shall file, within 30 days of the effective date of 

is Decision, tariffs reflecting ail Commission-approved changes contained in the gas rate filing. 

i e  gas rate tariffs shall be effective from the date of closing the transaction. 

IT IS FURTHER ORDERED that UniSome shdI file, within 60 days of the effective date of 

is Decision, an application for Commission approval of tariffs regarding the negotiated sales 

32 6028 DECISION N 8  
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program and gas transportation issues. 

IT IS FURTHER ORDERED chat UniSource shall re-apply for Commission approval of the 

Settlement Agreement and the Joint Application if the transaction between UniSource and Citizens is 

not consummated within six months following the effective date of lhis Decision. UniSource may, 

however, apply for an extension of the six-month time limitation. subject to UnjSource demonstrating 

why the transaction was nor consummated and why approval of the extension is in the public interest. 

IT IS FURTHER ORDERED hat GasCo’s revised gas facilities service line and main 

:xiension tariff, as set forth in Appendix D to the Settlemcnt Agreement, shall be amended and 

mplemcnred within 60 days of the effective dale of this Decision. 

IT IS FURTHER ORDERED that UniSowce shall file copies of the h c h i s c s  for its 

iroposed operating company subsidiaries. EiecCo and GasCo, within 365 days of the Commission’s 

Iecision in this proceeding. 

IT 1s FURTHER ORDERED that Tucson Electric Power shall, in its next general rate case 

iling, submit a feasibility study and consolidation plan or, in the alternative, a plan for coordination 

If operations of UniSource’s proposed electric opuating company subsidiary in Santa Crur County 

gith Tucson Electric Power. 

IT IS FURTHER ORDERED that UniSource shall file, within 120 days of the effective date 

,f this Decision, an application €or approval of a plap to open EiecCo’s service territories to retail 

lcctnc competition by no later than December 31. 2003. WniSource’s pian shall address, at a 

iinhurn, unbundled tariffs, system benefits charges, assisting new suppliers in using transmission, 

nd reliability must-run generation. 

IT IS FURTHER ORDERED that, within 60 days of the effective date of lhis Decision, 

lniSource shall provide in bills sent to customers of ElecCo and GasCo a notice regarding the 

:vised rafes, tens and conditions of service as set forth in the Agmment. The bilI inserts shall also 

ifom custorncrs that the Commission remaim thc rcgutatory agency responsible for overseeing 

.iecCo’s and GasCo’s operations, and that customer complaints ‘that cannot be resolved by the 

ompanies may be directed to the Commission’s Consumer Services Division. 

IT IS FURTHER ORDERED that UniSource shall include in its notice to all fonner Citizens’ 

33 
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gas and electric customers informahon regarding all available low-income programs, net metering 

time-of-use services, DSM or energy conservation programs, renewable resource programs, and ani 

orher similar services or programs that are currently available that may assist customers in reduclnl 

their energy bills. Such notice shall be made available in both English and Spanish. 

IT IS FURTHER ORDERED that [his Daision shail become effective immediately. 

BY ORDEK OF THE ARIZONA CORPORATION COMMSSlON. 

F 

COMMISSIONER COMMISSIONER 

M WITNESS WHEREOF, I, JAMES G. JAYNE, Interim 
Executive Secretary o f  the Arizona Corporation Commission. 
have hereunto set my hand aad caused the oficial seal of the 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this J - d a ~ f  a d  ,2003. 

E%XlTWE SECRETARY 

)ISSENT 

W E N T  
bDN:dap 
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OS 3* Avenue 
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ucy Magruder 
.O. I b x  1267 
ubac, AZ 85646f267 
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Bymaad Mason 
inctor, Corporrte Regulatory Affairs 
High Ridge Park 
amford, ComecticulO6905 

35 

Deborah R. Scon 
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2901 N. Central Avc., Suite 1660 
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Daniel W. Pozefsky 
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Susan Mikes Doherty 
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605 3'' Avenue 
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Michael T. Hnlhm 
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Robert A. Taylor, Qty Attorney 
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Christopher Kttapley, ChidcoUnseI 
Legal Dmaon 
ARIZONA CORPORATION COMiWSSlON 
1200 W e d  Washmgton Street 
Phoenix. &OM 8 m ?  
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1200 West Washingion Street 
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EXHIBIT K 

SERVICIES 
November 8,2004 

Mr. Thomas Longtin 
Manager of Operations & Engineering 
Mohave Electric Cooperative 
1999 Arena Drive 
Bullhead City, AZ 86442 

Re: CTI Request for Service 

Dear Tom: 

1 appreciated the opportunity to meet with you on November 4’ to discuss the request 
for electric service that both our companies have received from Central Trucking, Inc. 
(CTI). As you know, CTI is in critical need of electricity to conduct its business, and the 
quickest way to provide service would be for Mohave Electric and UNS Electric to enter 
into an agreement that would permit UNS Electric to provide ’electric service. 

UNS Electric has the facilities in the area, and is ready, willing and able to move forward 
in the provision of service to CTI. To that point. enclosed you will find an Electric 
Authorization Agreement that has been executed by UNS Electric. Upon execution by 
MEC, our attorney is ready to file it for approval at the Arizona Corporation Commission. 
Therefore, please execute the agreement, and return it to me as soon as possible, so 
that we can meet the electric needs of CTI. 

Manager 

Enclosure: Electric Authorization Agreement 

cc: Janie Woller, ACC 
Geneva Davis, CTI 
Keith Roberts, CTI 

NOU 18 2004 14:87 928 681 8915 PRGE .02 
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ELECTRIC SERVICE AUTHORIZATION AGREEMENT 
Between 

MOHAVE ELECTRIC COOPERATIVE, INC. 
And 

UNS ELEFRIC, INC. 

THIS ELECTRIC SERVICE AUTHORIZATION AGREEMENT ("Agreement") i s  entered 
into by UNS ELECTRIC, INC. (UNS Electric), an Arizona corporation, and 
MOHAVE ELECTRIC COOPERATIVE, INC. (MEC), an Arizona corporation. 

REC ITALS : 

1. The real property described in the attached Exhibit A (the "Subject 
Area") is within the area of MEC's Certificate of Convenience and 
Necessity, which was issued by the Arizona Corporation Commission 
(Commission); 

2. Central Trucking Inc. (CTI) has requested that electric senn'ce be 
provided to the Subject Area; 

3. A customer located in the Subject Area must actually receive power 
through UNS Electric's existing facilities because MEC does not have a 
means of transmitting power to the Subject Area; 

4. MEC hereby gives Written Authorization whereby UNS Electric may 
provide electric service to CTI the Subject Area; and 

5. It is in CTI's best interest for MEC to permit UNS Electric to provide 
electric service to CTI's real property and UNS Electric is willing to 
provide electric service to the CTf. 

THEREFORE, the Parties agree as follows: 

6. UNS Electric i s  hereby authorized by MEC to enter the Subject Area, 
certificated to MEC, and construct and maintain electric service tines 
and facilities necessary to serve CTI. 

7. This Agreement shalt be binding upon and inure to the benefit of the 
Parties hereto and their respective successors in interest and assigns, 
whether arising voluntarily or by operation of law. 

8. This Agreement shall become effective when approved by the 
Commission. 
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UNS ELECTRIC, INC. 
an Arizona corpor ion 

Title: Signature: 1/p ; 
Date: / /  19 

1 

MOHAVE ELECTRIC COOPERATIVE, INC, 
an Arizona corporation 

Signa tu re: 

Date: 

2 
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2901 W. Shamrell Boukvud.. Suite 110 
Flagstaff. Admna 86001 -9402 
928.7744592 

SERVICES 
October 15,2004 

Mr. Bob Broz 
Mohave Electric Cooperative 
P.O. Box 1045 
Bullhead City, Arizona 86430 

Dear Bob: 

This Will confirm our phone conversation of today regarding the position of UniSource 
Energy Services (“UES”) on the subject of borderline agreements. 

As in the past, UES remains willing to enter into borderline agreements on a case by case 
basis as necessary to accommodate specific customer situations. Currently, UES and 
MEC are engaged in discussions to complete a borderline agreement for the purpose of 
providing service to CTI Trucking in the Kingman area. 

In our conversation of today, you stated MEC’s preference as being one of a “master 
agreement” under which all UES - MEC borderline service requests would be handled. 
Although I am not familiar with the master borderline agreement concept, I will reView 
this with our regulatory staff and contact you if we believe there is a basis for further 
discussion. 

In the meautime, we have also communicated our position on individual customer 
borderline agreements to both the ACC staff and to CTI Trucking. 

Please let me know if you have any questions. 

DennisRNelson 
S&OK Vice Presicent and 
Chief Operating Officer 

Copy TomFerry 
Steve Glaser 
Dave Couture 
Deb Scott 


